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EDITORIAL DEPARTMENT NOTE 


It is refreshing to note the vigor with which cost accountants are address- 
ing themselves these days to their traditional tasks, so rudely interrupted by 
World War II. The first article of this issue is a careful presentation of 
accounting by causes. It consists of more than merely producing traditional 
variances for material, labor, and factory expense. - The basic reasons for 
the variances are made part of the accounting system; by daily analysis 
and periodic summaries, operating and top managements are kept informed 
of conditions and actions. 

Joseph B. Copper, the author of the article, was graduated in 1929 from 
Washington and University with the degree of B. S. in Electrical Engi- 
neering. From 1929 until 1932 he was employed by the American Telephone 
and Telegraph Company as Industrial Engineer in New York at its manu- 
facturing subsidiary, the Western Electric Company. After a brief excur- 
sion into the wholesale and retail field Mr. Copper returned to the electrical 
appliance field in 1934 as Industrial Engineer with Westinghouse Electric 
Company. Again as Industrial Engineer, in 1935 he entered the employ 
of United States Steel Corporation in New York, later transferred to Ten- 
nessee Coal, Iron and Railroad Company where he was appointed Assistant 
Chief Industrial Engineer in 1936. In 1941 Mr. Cooper entered the Comp- 
troller’s office of the same company, assuming the responsibilities of Assistant 
Comptroller in charge of Costs and Statistics, the position he now occupies. 

These days many concerns are meeting with difficulties in their labor 
relations. Our second article sets forth a plan for profit sharing and wage 
stabilization which has successfully withstood the test of time. While it is 
not offered as a panacea, it merits the thoughtful attention of all interested in 
the subject, as pointing out one possible soluion of the labor-management 
controversy. The author, Donald R. Thompson, is a product of the public 
schools of New Haven, and a graduate in accounting and finance of its 
Junior College of Commerce. For twelve years he worked in the retail, 
public accounting, and manufacturing fields. Since 1940 he has been con- 
nected with the Snow-Nabstedt Gear Corporation, first as Cost Accountant 
and now as Controller and member of the Board of Directors. 





Articles published in the Bulletin present many different viewpoints. In 
publishing them the Association is not sponsoring the view expressed, but 
is endeavoring to provide for its members material which will be helpful 
and stimulating. Constructive comments are welcomed and will be published 
in the Forum tion of the Bulletin. 
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ACCOUNTING BY CAUSES VS. ACCOUNTING 
BY ACCOUNTS 


By Joseph B. Copper, Assistant Comptroller, 
Tennessee Coal, Iron and Railroad Company, 
Birmingham, Ala. 


< yas highly intriguing subject of “accounting by causes” has 

aroused the enthusiasm of a great many of us. It seems to pre- 
sent a field of thought and development which should be of far- 
reaching importance to the accounting profession and to manage- 
ment. The application of the principles involved will unfortunately 
have to be discussed in connection with the industry which I hap- 
pen to be most familiar with, that is, the mining of ore and coal 
and manufacture of steel. Although this is a new philosophy of 
accounting which is a departure from long-accepted practices in 
the field of accounting, it is not merely a theory believed to be 
workable. It has been developed and applied and is now working 
to the satisfaction of management in one company where problems 
originate from a variety of operations such as are found in mining 
and manufacturing. 

To the best of my knowledge there is no similar application of 
this system of accounting by causes, although I am in no position 
to support this statement with facts. However, I have observed 
many reports on cost systems and find them depending mainly on 
the old system of card of accounts. Certainly this philosophy of 
accounting is new in the steel industry. Some of you may get the 
impression that this system is similar to certain budgetary control 
systems which, to some extent, do analyze results by causes. There 
is a very distinct difference. The system of accounting by cause is 
an integral part of the accounting system. That is, it is applied 
daily in every department just as much so as production is ac- 
counted for daily, There are many cases where costs are being 
measured in terms of causes, but in all cases with which I am 
familiar this is being done on a special analysis basis, rather than 
being tied into the accounting system. 

In an article in the Bulletin of November 1, 1945, George W. 
Rooney pointed out briefly some of the high lights of “accounting 
by causes.” Certain of these points will bear repeating. He stated 
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that an expense card of accounts is an accounting device to clas- 
sify expenditures. Most of us are familiar, through past experi- 
ence, with operating statements or statements of sales and profits 
which are presented in straight accounting form by card of ac- 
counts or by product code. In so many cases, they do not readily 
convey to the recipient the importance of the information. It 
iollows the long-accepted terminology which accountants have used 
and which has some meaning to those preparing the statements. 
But in many respects it is somewhat similar to many published 
financial statements, a series of names and amounts which convey 
little to the reader. I want to make clear, however, that the card 
of accounts and product codes are extremely important accounting 
tools and must be maintained. The philosophy which I propose to 
discuss is a step beyond the card of accounts, which enables ac- 
countants to convey more information in a more understandable 
fashion. It may be argued that in many cos* accounting systems 
“causes” are covered by footnotes to operating statements or by 
separate analysis explaining fluctuations. In my opinion, the think- 
ing goes far beyond that. The philosophy is that if you had good 
performance or poor performance, it was the result of something 
or was “caused” by something. These causes or reasons rather 
than being explained in the form of an explanation should be 
isolated and evaluated so as to give an accurate value of the cause 
for good or poor performance for the assistance it will be to man- 
agement. Furthermore, performance varies daily, and when ex- 
plained only at the month’s end, we may have buried’ many offset- 
ting factors that occurred during the thirty-day period. 


Factors in New Philosophy 


The above introduction should convey a general understanding of 
this philosophy. It is only reasonable that some may ask the ques- 
tion as to why we should go to so much trouble to develop a new 
philosophy of accounting. My thought in this connection is that 
the accounting profession has not gone very far in the way of 
radical departures from long-accepted accounting methods. Mod- 
ern management methods are changing so rapidly that it seems 
only logical that new accounting methods and techniques are 
necessary to keep up to date. I believe we all agree that the engi- 
neer, the metallurgist, the doctor, and others are finding it neces- 
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clas- sary to make very radical changes in order to keep pace with the 
peri- times. Therefore, the accountant must likewise make substantial 
ofits changes in methods. 
F ac- A simple analogy is found in the progress made in the field of 
adily metallurgy. Some years ago, pig iron was inspected and graded 
. It by evaluation of the grain structure as revealed from a newly 
used made fracture of the pig. Such method was known as grading by 
ents. “fracture.” This method was probably adequate in most instances 
‘shed for the conditions then prevailing. Through the years changing 
nvey conditions of customer requirements and technological develop- 
card ment have brought about a greater variety of pig iron grades. To 
nting meet such requirements pig iron grading in modern times is ac- 
se to complished through a scientific laboratory and physical analysis. 
3 a As in the case of grading pig iron, the analysis of a concern’s 
Jable cost and profit results must now be made on a more scientific basis. 
tems Where once the safety margin of a concern’s profit position was 
r by considerably broad, the analysis of results by expense accounts 
nine probably answered the purpose. This safety margin has gradually 
good decreased year after year through the various influences. A posi- 
thing ; tion has been reached whereby the accountant must now grade the 
ather results of a concern on a similar scientific basis, employing the 
d be science of engineering as well as accounting to obtain the best re- 
ause sults in assisting management to efficiently and profitably run the 
man- business. 
1 ex Management has said that the accountant can be most valuable 
FFset- if he will qualify himself to help run the business better in order 
to earn a satisfactory profit. Earning the profit is the important 
part of the job. Before accountants can qualify as capable assist- 
ants in running the business, they must acquire a general under- 
ng of standing of operations. As we explore this subject further, I hope 
ques- to picture the tremendous possibilities for acquiring knowledge of 
new operations through the method of accounting by causes. 
a The Old vs. the New 
Mod- Let us get a full appreciation of the difference in philosophy 
eems between the old method of accounting by accounts versus the 
- are philosophy of accounting by causes. For some years management 
engi- has indicated a desire to obtain an evaluation of results from the 
eces- standpoint of who was doing the good job and who the poor job. 
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This desire goes further to the extent that the causes of the good 
or poor performance must be known. 

Later in the discussion, an example of presentation of costs on a 
blast furnace operation under our present cost system will be 
shown, I would like to precede this with a short resumé of cost 

‘analysis as it was developed under the old actual cost system on a 
blast furnace operation. For this resumé, the reports of cost re- 
sults of an actual month’s operations were picked at random, re- 
viewed, and analyzed as follows: In the first place, on these state- 
ments the analysis of the current month’s results was necessarily 
confined to a comparison with the previous month’s results. The 
comparison showed an increase in total cost of product of 7 per 
cent. This was brought about by an increase in material cost of 4 
per cent and of cost other than material of 3 per cent. As to ma- 
terial costs, individual unit prices were exhibited, likewise quanti- 
ties used. However, any appraisal of the effect of quality of ma- 
terials, admixture of materials, and variations in prices of the ma- 
terials was left for the recipient to calculate. Material quantities 
and prices were presented on supplemental statements and were 

not a part of the main cost sheet, thus adding to the bulk of infor- 
mation to be reviewed and analyzed. 

The increase of 3 per cent in cost other than material was ex- 
perienced despite an increase of 10 per cent in rate of production. 
Determination of cause for this increase could be made only by 
comparison of expense: First, by major accounts such as labor, 
repairs and maintenance, supplies, etc., on the main cost statement, 
i and then on supplementary exhibits, further breaking down the 

costs by points of incurrence. Only in statistical data, such as 

average wind volume and average blast temperature, was any at- 

tempt made to set out basic causes why costs increased whereas 

with an increase in production rate a decrease in costs is normally | 
' expected. In order to make an analysis determining the source of | 
f excessive expense, it was necessary to review and compare eight 
r legal-size statements covering approximately 100 items of cost. As i 
: to causes for the excessive expense, in very few instances did the 
source establish the cause. 


Variances Under Standard Costs 
The accounting profession has had many controversies over the 
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good merits of standard cost system as compared to actual costs. It so 
happens that the system of cost accounting with which I am 
ona familiar is a standard cost system. I do not intend to become in- 
ll be volved in the controversy as to which is the better system. I merely 
cost point out that this philosophy of accounting by causes is based on 
on a the application to a standard cost system. Through a standard cost 
t re- system, management’s desire for performance measurement may 
1, re- be met; also its desire as to the cause and evaluation of good or 
state- poor performance may be satisfied by analysis by cause. This in- 
sarily formation definitely cannot be obtained from the old card of ac- 
The counts sysiem, or for that matter from an actual cost system. 
7 per In most standard cost systems accounting departments have ap- 
of 4 proached the subject of variance accounts almost entirely from an 
) ma- accounting viewpoint instead of from an operating viewpoint. The 
anti- result is that variances are created to which are attached “labels” 
' ma- that express accounting terminology. This terminology is almost 
» ma- without exception foreign to the executives and operators, and it 
tities is extremely difficult for them or anyone else to understand. 
were Furthermore, variances by accounts, such as labor, repairs and 
nfor- . maintenance, etc., are developed which express only the fact that 
there is a difference between the budget and actual but give no 
S$ ex- reason therefor. An endeavor is often made to explain such vari- 
tion. ances in narrative form at the foot of, or on the back of, the 
ly by monthly operating cost statement. 
abor, Such a standard cost system applied to operations similar to ~- 
nent, those encountered in the steel industry receives little acceptance 
1 the from industrial management. For this reason we are approaching 
+h as this subject from a different angle. Our viewpoint is that oper- 
y at- ators are not interested in accounting terminology. In addition to 
ereas presenting them cost statements indicating variances by card of 
nally accounts, we are presenting their analysis in a form which brings 
ce of out the cause of gain or loss and the amount. There is no at- 
eight tempt in this method to discontinue variance by accounts in oper- 
. As ating statements, as some purposes are served by such exhibitions. 
d the In presenting this system, much the same sequence will be fol- 
lowed as that by which the various steps unfolded in the original 
development within our company. Starting with the end objective, 
it was realized that executives of the company should be presented 
r the cost variances classified by cause and grouped in such a way that 
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they can quickly appraise the effect of the variances on profit and 
loss without a great deal of analytical work. The type of state- 
ment which we have in mind is illustrated on the chart headed: 
“Comparative Summary of Company Cost Variances” (Exhibit 
1). In presenting this statement and all statements that follow, it 
must be emphasized that all figures are purely hypothetical and 
are shown only to furnish a complete exhibit. 


Summary of Cost Variances 

This statement informs management of the causes for variances 
on a very broad scale. In other words, the first thing the man- 
agement wants to know is the variances which are subject to cost 
reduction. This should be the first item shown in an analysis of 
variances. This is the item which they must do something about. 
Therefore, this should be emphasized at ail times, whether the re- 
sults are being presented to a chief executive, general superin- 
tendent, or departmental superintendent. 

Management is next interested in the variances created by oper- 
ating level. This is not an item that is of interest to the depart- 
mental superintendents or to general superintendents but is of great 
interest to the chief executive, even though it is a variance which 
cannot be regulated to any measurable extent, being controlled al- 
most entirely by business conditions. 

The next class of variances in which management is vitally in- 
terested is variances created by company policy. These are the 
variances that are created by policies laid down with respect to 
amortization, accelerated depreciation, obsolescence, contingencies, 
etc. Here again, while management is vitally interested in these 
items, they know by this segregation that they are variances cre- 
ated by company policy, are not controllable by the operators, and 
are not directly related to operating conditions, etc. 

The last section would be miscellaneous variances—items. hav- 
ing to do a great deal with straight accounting, such as inventory 
adjustments, revision of budget standards, pension payments, etc. 
Generally, these variances in total should net a relatively small 
figure. 

Causes of Variances 

The next step is to take those variances which are subject to cost 

reduction and determine the cause of the variances. The most im- 
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portant one, of course, is operating performance. All operators 
know what we mean by operating performance. However, under 
operating performance we should then show the causes of the 
favorable or unfavorable variantes. We have in mind that vari- 
ances which are solely the responsibility of the operator may be 
caused by rolling time, heat delays, roll changes, off-standard 
quotas, usage of materials and supplies, repair and maintenance, etc. 


Blast Furnace—Daily Control 


To illustrate the flow of the whole system of analysis by cause, 
a series of exhibits is shown, connected in such a way as to indi- 
cate the steps in the flow of this control system. This flow is from 
the mill operation where the money is spent all the way through 
the various levels of management to the top operating executive, 
as well as the president of the company. The first step in this 
flow is the daily control, illustrated on the chart “Blast Furnace 
Department—Daily Control” (Exhibit 2). 

This daily control is the most vital and necessary link in the 
chain. It is tied to the system of operating specifications and hence 
is the means by which specifications are kept under control and 
by which performance is measured on a day-by-day or turn basis. 
One feature which is particularly important in the design of daily 
control is the continuous presentation of results throughout the 
month. For any of the factors in which an operator is particu- 
larly interested, he may see the quantitative or dollar results for 
any particular day in the month. The trend information is avail- 
able at all times. Daily control systems may be handled on the 
basis of separate sheets for each day’s operation or each turn’s 
operation. Such a system fails to give the continuity that is neces- 
sary for accurate evaluation of results. 

The exhibit of daily control in itself does not present the feature 
of daily analysis by cause. For an evaluation of the dollar effect 
of the daily causes of variances, we maintain a set of work sheets 
whereby, based on predetermined formulas, we are in a position 
to evaluate any significant variances at any time. In other words, 
the evaluation is made daily where we can definitely foresee some 
benefit. 

There are many cases in the application of the daily control sys- 
tem where the operators are not interested for various reasons in 
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looking at every element of cost; for example, utilities, supplies, 
and fuels may be a relatively small proportion of total cost in cer- 
tain departments where labor, yield, and production are the im- 
portant items. In such cases, the decentralized accounting respon- 
sibility maintains its own sheet records on all items of cost in order 
to compile the operating statement at the end of the month. In this 
way, we only present to the operator the significant items and do 
not impose upon him figures covering insignificant items. 


Monthly Analysis of Operations 

The next step in the flow is the operating statement as exhibited 
in our illustration “Blast Furnace Department Monthly Analysis 
of Operations” (Exhibit 3). In addition to presenting to the op- 
erator at the end of the month a summation of his month’s cost by 
card of accounts, we have tied into this statement an analysis of 
the major contributing causes of variances. This statement is com- 
piled from the totals as shown on the daily control statement on 
the last day of the month and is presented to the departmental su- 
perintendents as early as possible after the close of each month. 
This statement merely performs the function of summing up the 
over-all cost results as presented daily through the daily controls. 


Report to General Superintendent 


The next step in this progression is a development for present- 
ing variance results to the general superintendent of a plant or 
works. This is illustrated by Exhibit 4 “Works ‘A’—Analysis of 
Operating Results.” Its importance arises from the fact that no 
card-of-account pattern is presented to the general superintendent. 
The general superintendent is primarily interested in seeing reflec- 
tions as to cause and the extent to which the operators have failed 
to meet specifications. For example, he can judge under the item 
of labor what the net effect of labor shortage is when he measures 
the gain in quota variance against the loss resulting from overtime 
premium. 


Report to Top Management 


The final step in the analysis by cause is the summation of re- 
sults for the top executives. This is illustrated by the next ex- 
hibit, titled “Company Analysis of Operating Results” (Exhibit 5). 
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BLAST FURNACE DEPARTMENT - MmonTHS ANALYSIS OF OPERATIONS 
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EXPLANATION OF VARIANCE 
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It should be noted at once that the significant difference in progress- 
ing from the bottom to the top of the management levels is that 
more summarized information is given to each successive stratum 
of management. This permits a bird’s eye view of those operations 
for which the individual is responsible in such a way that he can 
question his subordinates and obtain action with a minimum of 
delay. 


Setting Scientific Standards 


Granted that management has a need for a system of accounting 
by causes, what are the necessary steps in installing such a system? 
First, it is assumed, of course, that a well-managed, aggressive 
firm of sufficient size to warrant cost control systems has an in- 
dustrial engineering department or some department performing 
the function of establishing production standards. Usually such 
standards will not only serve the purpose of cost control, but also 
are used for coordination of production planning activities and 
incentive plans. Standards of performance comprehend such items 
as the following: product specifications, kinds, types, and amounts 
of material used, material losses, sequence of operations, process- 
ing methods (speeds, cycles, etc.), labor crews, services, inspection, 
packaging, and shipping. Standards should reflect a level of at- 
tainment which engineering analyses, studies, and comparisons in- 
dicate can be achieved under specified operating conditions, with 
existing equipment and with best methods available. The industrial 
engineers by training and experience are thoroughly familiar with 
manufacturing methods and processes and can break down an 
operation on a specification basis taking account of the factors 
quoted above. With industrial engineers and accountants working 
closely together, it is relatively easy to apply a system of cost 
controls which will tell management what its operations and 
products should cost. If losses occur, the cause of the loss may be 
readily explained by the various contributing elements. 


Decentralized Accounting 

There is one fundamental requirement that should be followed 
in the organization of the accounting department for the success- 
ful operation of the system of accounting by causes. A decentral- 
ized accounting office should be located at the individual mills or 
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departments. This is important, as causes ‘must be located and 
explained on the spot. The accounting man who must explain the 
cause of good or poor performance must be in close touch with 
the superintendent of the mill and in close proximity to the opera- 
tion being performed in order to inspect for himself the cause 
of the delays, breakdowns, or whatever may happen. The principal 
functions performed by decentralized accounting offices include 
time and production recording, daily application of standards to 
the daily controls, and analyses of results daily by cause. 


Advantages of Daily Control 


As stated earlier, a system where specifications are employed 
requires up-to-date, accurate daily control of operations in order 
that management be kept informed as to whether or not the speci-_ 
fications are being met. Such a requirement makes it necessary 
that there be daily application of specifications and that the ac- 
counting organization keep track of the actual results in order 
that they may be matched against the specifications. When the 
matching of the actual data with specifications indicates substantial 
deviations from specified practice, it is the responsibility of the 
accounting department to put the facts before management. Man- 
agement in turn should investigate to determine whether the 
practice in use is satisfactory and a change in specifications is 
indicated or whether poor practice prevails. There are many 
advantages to be derived from daily application of specifications. 
In many cases it is rather difficult to determine the one best 
method for doing the job. In such a case, the actual measurement 
on a day-by-day basis over a reasonable period of time will enable 
the accounting department to supply management with dollar 
evaluations which will indicate the most economical methods. 

Another advantage of the daily matching of specifications and 
actuals is the fact that the figures resulting therefrom are the same 
figures, whether presented to the mill superintendent, departmental 
superintendent, or to the operating vice president. In other words, 
the figures originating at the decentralized accounting office which 
are looked at daily by the departmental superintendent are the 
same figures that are looked at either daily, weekly, or monthly by 
higher levels of management. This feature, in itself, is very valu- 
able as both the operating and accounting people at the mill know 
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that when figures reach executive management and questions are 
asked, they will be thoroughly familiar with the figures. This is 
an important point. One significant result has already been 
observed in our experience. The accountant at the mill and the 
superintendent are working as a team with a common viewpoint 
on the financial status of their operation. In other words, the 
system itself opens up the field for accounting service to manage- 
ment and makes the accountant more indispensable than the old- 
type system. The operators not being required to match specifica- 
tions and actuals on a daily basis supplied their own needs through 
their operating clerks. 


Problems of Profit Control 


It has not been the intention to suggest that this system is the 
solution to all the problems of cost control. This system, we be- 
lieve, is a sound basis of management control over costs at the 
point where the money is spent. On the other hand, a system of 
accounting by causes is not a substitute for control of product 
profit results. Management must also be kept well informed as 
to the profit or loss results for each item in its line of products 
manufactured for sale. There is, however, a tie-in between product 
control and departmental control by causes. For the finished 
products sold, management is kept informed as to the cost and 
price relationship for each product. If a profit is not being 
realized, it is obviously because the cost is too high or the selling 
price too low. Assuming, of course, that a system of engineered 
standards is in operation and such standards are being met, then 
there is fairly good assurance that the costs are in line. However, 
if standards aren’t being met and a loss is being sustained, such 
loss can be traced back to the contributing causes as furnished by 
the accounting by cause system. 

Management in our company is vitally interested in both the 
standard and actual costs of the products which we sell. In order 
to furnish management with actual cost results by products, it is 
necessary to allocate monthly the variances that are incurred. 
This was a considerable undertaking in the beginning, but as 
experience was gained, better methods of variance allocation were 
developed, and at the present time this is not a particularly burden- 
some task. The underlying principle followed in the allocation of 
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variances is to have the variances processed in such a way as to 
follow the standard charges for services or products. 

Up to this point, a'great deal has been said about the philosophy 
of accounting by causes as opposed to accounting by card of 
accounts. The time has come to show concretely the benefits or 
accomplishments that result from such a system. I have therefore 
selected several typical examples of cost reductions which illus- 
trate the practical application of this system. The following is a 
description of how these examples originated and the history of 
the follow-ups in cost reduction is given. 


Case No. 1—Material Specifications for Purchased Materials 


This example is a good illustration of how excess costs can be 
detected through daily analysis by causes. During the war, the 
deficiency in our own production of materials necessitated occa- 
sional outside purchases of these materials. On one occasion, the 
blast furnace daily control indicated a substantial increase in the 
use of coke on one particular furnace. Investigation revealed 
that this furnace was using coke purchased from outside sources. 
It also revealed that the actual moisture content of the coke as used 
was 14 per cent, whereas the seller reported a moisture content 
of 4 per cent. Inasmuch as the 4 per cent moisture reported by 
the seller was used in adjusting actual daily coke consumption 
weights to a standard moisture content, the difference between 
the 4 per cent and 14 per cent was reflected in daily controls as use 
of coke when in reality this amount was water. 

After examination of the purchase contract, it was discovered 
that the contract specified that the seller’s weights and analyses 
were to be used in arriving at the purchased tonnage on a standard 
moisture content base. Investigation also brought out that between 
the time of loading into cars, at which time moisture samples were 
taken, and time of weighing it was frequently necessary to further 
quench hot spots developing in the cars which resulted in the 
purchaser paying the coke price for this amount of water. Before 
this condition was corrected the experience cost the blast furnace 
operation $4,000. As a result, subsequent purchase contracts for 
this and similar materials specified not only the required specifica- 
tions of quality, but also sampling and analysis methods necessary 
for maintaining control checks on such materials. 
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Case No. 2—Rock and Refuse in Coal Mining 


Our second example is a good indication of how analysis by 
cause will reflect the need for changes in operating methods. This 
has to do with the method of mining of coal from certain mines. 
One of our mines, after conversion from hand to mechanical 
mining, found that production was not meeting expectations. The 
accountants, through daily analysis of results, found that this was 
due to low utilization of the mining machines. The seams of coal 
contain several layers of rock. Conventional mining methods 
required that the rock be separated from the coal and disposed 
of underground. While this separation was being made, the 
expensive mining machine was standing idle. 

Management made a radical change in method, whereby the 
whole seam, rock and all, is mined with the mining machines, 
hauled to the surface, and rock and the coal separated in the 
washer process on the surface. The net effect is to step up 
production from the mine by greater utilization of mining ma- 
chines which lowers the over-all cost per ton of good coal. 


Case No. 3—Use of “Drag Rope” at the Ore Mines 


The example of daily controls exhibited is not a fixed pattern 
for application throughout our operations. As pointed out, the 
elements of cost are set up on the daily controls according to the 
relative importance of the item. At our ore mining operation, 
for example, operating supplies are a large item of cost. From an 
examination of the daily cost results on this item, we discovered 
increasing costs of “Drag Rope.” Ore is removed from rooms 
into headings by means of a drag line conveyor. Cables used on 
these drag lines, termed “drag rope,” are subject to most severe 
service pulling the ore around pillars, etc. The cost of this item 
is approximately $150,000 annually and is, therefore, isolated 
from other items of operating supplies. 

In the monthly business letter summing up operations to the 
general superintendent of this operation for the month of Sep- 
tember, 1943, it was pointed out that the use of this rope varied 
from 4 to 12 tons of ore per foot of rope in the various mines. 
Standards had been established which indicated 7 tons of ore per 
foot of rope as a reasonable figure. Through daily, monthly, and 


332 





December 15, 1945 N. A.C. A. Bulletin 





quarterly follow-ups, the average use of “drag rope” was finally 
brought into line with the standard. The net result amounted to 
an actual out-of-pocket money savings of $30,000 in 1944 and 
$30,000 to date in 1945. 


Case No. 4—Atmospheric Moisture 

Exhibits 4 and 5 show the item of atmospheric moisture in blast 
furnace operations as a variance cause. The primary purpose in 
earmarking this as an element of cost is to isolate it and relieve 
the blast furnace superintendent of responsibility for its cost. 
However, there are other uses that can be made of this item. It is 
generally recognized by blast furnace operators in this district 
that atmospheric moisture, particularly during the spring, summer, 
and fall months retards the output of blast furnaces. It is a matter 
of common knowledge that air under controlled pressure and 
temperature is forced through a blast furnace for the production 
of pig iron. In order ‘* measure the monthly cost effect of this 
moisture in the air, the accounting system has been designed to 
reflect this item. If mcuisture could be controlled, a reduction of 
approximately 3 per cent in the cost of pig iron could be obtained. 
Some companies have installed air conditioning apparatus to con- 
trol this moisture. By continuously analyzing and evaluating the 
results of this item, we are furnishing our engineers vital informa- 
tion which will enable them to determine the economics of in- 
stalling facilities for better control of moisture in the air. 


Summary 

I have tried to present in a general way a picture of a cost control 
system which, in the opinion of those who are familiar with its 
operation, meets the major control requirements of management. 
This system has been developed with the realization that the ac- 
countant must present to the executive fair and complete costs 
of his various producing units. It must tell the story as to whether 
the specifications are being met daily and monthly and the causes 
of over or under attainment of specifications. This system must 
also provide the various levels of management complete reflections 
of results by cause and the evaluation of such causes. At least to 
the level of executive management, the system must provide results 
by specific products so that unprofitable products may possibly be 
traced to the producing unit where analysis by cause may explain 
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the reason for the loss. This philosophy of accounting will assist 
materially in answering questions for all levels of management and 
lead to action which will result in business improvement. 

Full utilization of the system requires that management be alive 
to the need for progress. Merely meeting the specifications is not 
sufficient from a long-range viewpoint. Goals must be set beyond 
current specifications to strive for lowered costs that logically 
should result from improved methods and technological develop- 
ment, In other words, the value of the system rests on the presence 
of a lively imagination and curiosity backed by willingness and 
ability to take action on the facts presented. 


PROFIT SHARING IS GOOD BUSINESS 


By Donald R. Thompson, Controller, 
The Snow-Nabstedt Gear Corp., 
Hamden, Conn. 


i” these days of pressing problems in industrial relations I 

would like to set down a few thoughts on company profit 
sharing. Though some of these thoughts are theoretical, most of 
them are based on the practical results of profit sharing as I have 
seen it in a medium sized company. Profit, of course, has been 
the mainspring of individual effort since time began. The truth 
of this statement is overwhelmingly borne out when we try to 
conceive of an economy in which there is no profit, either material 
or mental. We then realize that without it there is no incentive 
for human effort. 

Years ago men were chiefly engaged in business for themselves 
as farmers or individual proprietors. In their small industries 
the degree of discretion they were required to exercise was great, 
and the profits they gathered were generally measured by the 
amount of industry and brains they contributed. Later on, as 
transportation and communications improved, they gave rise to 
increased demands for worthwhile products in distant markets. 
Machines were developed and industries grew to meet these de- 
mands, and to these machines and industries came workers who 
otherwise might have become individual entrepreneurs. In doing 
so, however, many of them lost two precious possessions, namely, 
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the incentive for individual thought and action in their work and 
the additional material rewards for greater individual effort. 

The first they lost because their work was to a large extent 
regimented and planned for them in advance and required a 
minimum of discretion. The second they lost since they were 
confined to a wage scale which had nothing to do with the earn- 
ings of the company and they accordingly did not progress with 
the growth and activity of their company. 

With these losses, some of their incentive for ideas and efficiency 
was naturally replaced by a growing grudge against those who 
steered their future course. This loss to individuals, of course, 
had its direct effect on their companies. It meant that the em- 
ployers in many cases had large bodies of workers whose allegiance 
was not with the companies but with their own group. It meant 
that ideas that could be used to further production and profits 
were sometimes smothered and efforts that would increase produc- 
tion and profits were directed to furthering the interests of the 
workers, It meant that two groups, management and labor, each 
with a single purpose worked along separate lines to achieve it, 
with an attendant loss to both that could have been avoided if 
they had been working together. 


Origin of Plan 

Back in 1923 it was a recognition of these facts and a desire 
to promote a friendly relationship between employer and employee 
that prompted L. T. Snow and A. T. Nabstedt of our company 
voluntarily to consider profit sharing and institute a profit-sharing 
plan. This plan is still in successful operation after 22 years and 
has served to build up the company’s resources as well as to pro- 
vide additional benefits for executives and employees alike. 

The company in 1923 was a small, growing corporation and 
employed in the neighborhood of 100 persons including executives. 
It was engaged in metal processing which required highly de- 
veloped machines and skilled machinists and mechanical engineers 
of long experience. The market, while good potentially, had as 
yet to be fully developed. The financial demands on capital, there- 
fore, were relatively heavy. The management and control of the 
business were in the hands of the principal stockholders who were 
themselves the principal officers. 
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Factors To Be Considered 


In considering profit sharing, they reasoned that people can 
work together for a single purpose only when there is a plan 
operating for the mutual satisfaction of all concerned. Therefore 
it was necessary to analyze the demands of each and arrive at a 
working agreement. Management or capital in its own interests 
feels that it is entitled to the following benefits from employees: 


. A fair day’s work. 

. Worker’s loyalty and good will. 
. Cooperation. 

. Initiative and ideas. 

. Long service and dependability. 


wh wb 


Labor in its own interests feels that it is entitled to the follow- 
ing benefits: 

1. A fair day’s pay. 

2. Security. 

3. Greater rewards for greater efforts. 

4. The right to express an opinion in the affairs of the 
company. 

5. Understanding on the part of the company of personal 
problems. 


Rewarding employees for making suggestions and piece-rate 
systems, it is true, do much to encourage individual thought and 
action, and they are admittedly the standard practices of industry. 
These were as a matter of fact in use in the company at that time. 
Suggestion systems, however, are necessarily limited in their 
scope and rewards, and piece rates, while they are stimulants to 
production and increased remuneration, are unfortunately regarded 
by personnel in general as being associated with speed-up systems, 
no matter how fair and scientific they may be. Hence they pose a 
difficult personnel problem that often results in serious con- 
sequences. 


Theory of Profit Sharing 
On the other hand, it appeared that profit sharing could go a 


long way toward satisfying the wants of management and labor, 
because, first and foremost, it strikes at the fallacy that manage- 
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ment and labor are essentially opposing parties and institutes the 
theory that all concerned in the business are wotking for a common 








































rit purpose. The common aim is to produce profits which are to 
an benefit all concerned. It acknowledges the theory of partnership 
pay that all who work in the business are dependent on each other. 
t a Management’s job is to secure and administer sales while labor’s 
ats job is to produce the product. To do this, of course, implies giving 
= on the part of management and capital since partners are partners 


only when they are co-owners of the benefits received. 

Now, if management is to go as far as this and install such a 
plan, what are the returns going to be? First of all, management 
asks for a fair day’s work, and human nature tells us that one of 
the greatest incentives to individual effort is the pride of owner- 
ship. Something a man regards as his own prompts him to better 
tog it and protect it in good times and bad and to fight before giving 
it up. This we know from experience. What better way can there 
be, therefore, to give a man pride of ownership than to make him 
a stockholder in his corporation, with the right to vote and elect a 
board of directors and possibly become a director himself some 


the day? It would seem that here is a good premise to work on, for 
men who previously confined their efforts to gripes against the 
nal company become part owners of it, and as such, capitalists, who 


know that shipments going out the door mean money in their 
pocket. This concept is not at all impossible or radical, as I shall 





ate presently point out. It has turned out to be sound business. 

ind Other things that management desires are loyalty and long 
he service, and unfortunately these are hard to get. Labor turnover 
- is costly and must be avoided, especially where the production cycle 
eir 


requires men of skill and long experience. Here again stock 






to ownership may help since workers consider a long time before 
led leaving a company who shares profits with them and in which 
ms, they may have a substantial interest. Cooperation, initiative, and 
dias ideas are secured best from people who have a common purpose, 
= and it would therefore seem to follow that profit sharing would do 
much to satisfy these desires of management. Furthermore, it 
appeared that if capital stock were issued to cover part of the profit 
- sharing, working capital could be retained in the business. 
or, To employees a profit sharing plan would supply many things. 
se- First, by providing additional rewards for additional efforts, it 
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would supply an increased yearly income which would place 
them in a more favorable position in relation to other workers 
in the same occupation. Security and understanding would also 
be furthered by additional rewards. It would also give employees 
a voice in the affairs of the company through their mutual interest 
with management in the profits. 

After considering these and other aspects of profit sharing, the 
management set up a basic plan with the features described below. 


Purpose 


The purpose of the plan is to enable the responsible workers in 
the company to acquire a greater interest in the company through 
a knowledge of the company as shareholders, a voice in the man- 
agement by a director, an opportunity to earn extra compensation 
for meritorious service, and provide an insurance against loss of 
time by slack work. 


Participants 


It was felt the plan that would prove most workable was one in 
which there was no discrimination between classes of workers, and 
it was therefore made open to all employees from the president 
down, The working period necessary before a person could parti- 
cipate in the plan was set at two full calendar years with participa- 
tion at the end of the second year. It appeared that that amount 
of time was long enough for the company to gauge an employee as 
to whether he was satisfactory and working for the best interest 
of the company. 

Definite rules were outlined in connection with the two-year 
service period. These defined the status of employees who tem- 
porarily quit and later were employed, those who had a break in 
service, those who died, etc. The rules had the effect of putting 
the administration of the plan on a fair basis to all and obviated 
the necessity for making hit or miss decisions that might work to 
the advantage of one employee and to the detriment of the next. 


Basis of Calculation of Profit Sharing 


In the beginning it was recognized that a profit-sharing plan 
would benefit the company only if the extra rewards came after a 
fair regular wage was paid to executives and employees alike. 
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a Therefore it was provided that the profit-sharing plan at no time 

ars should be used as a means of paying lower rates than the current 

Ati going rates paid in the area. 

est It was further believed that such a plan would be easiest to 
administer and fairest if all those participating in the profit- 

the sharing plan shared in the profits in the ratio their straight-time 

vw, wages or salaries for the year bore to the total of the straight-time 
wages or salaries of all participating employees for the year. 

It was also taken into account that capital is entitled to a fair 
in return on its investment. Therefore the profits available for dis- 
gh tribution were reduced each year by the amount of a normal 
in- dividend on the capital stock of the company. After payment of 
on dividends, the remaining profit was divided between that to be 
of distributed and the general surplus in a predetermined ratio. These 

provisions protected the participants since they were also to be 
the stockholders of the company and as such recipients of the 
dividends declared and benefited by the growing worth of the 
in company. After these provisions were made the balance of 
nd profits to be distributed was then paid to each participant in the 
nt ' tatio previously pointed out. 
ti- 
a- Method of Payment 
* After the profits were determined and allocated to each partici- 
=e pant, payment was made in three ways. Shares of the regular 
common stock of the company were issued, at par value, for the 
on major portion of the profit sharing; next, an agreed percentage 
we was placed irrevocably in a cash fund which was to be used for 
- wage stabilization purposes in times of stress. The balance was 
ng then paid in cash. Of late years the wage stabilization feature has 
ed been amended somewhat to agree with Treasury Department 
to tulings as to irrevocable trust funds and, also, to include payments 


ct. to the participants from the fund in times of personable trouble 
such as sickness, accidents, death, and reti: ement. Each participant 
in the profit sharing has his own individual account in the trust 
and this is his exclusively. This feature, by the way, more than 





an 
. demonstrated its worth to the employees in 1932 and 1933 when 
we short hours were experienced and payments from the wage stabili- 






zation fund supplemented the wages earned. Of late years, also, 
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the proportion of stock issued to the participants has been lowered 
slightly to provide for a higher cash payment. 


Director 


Also included in the profit-sharing plan was a provision that 
the participants should each year nominate one of their group to 
the board of directors of the company with each member casting 
one vote. The privilege of being a director is open to all employees 
upon completion of five years of service and has resulted in the 
continuous representation of the employees on the board of 
directors. 

There were also other provisions made under this plan which 
provided for such matters as the assignment of stock to the com- 
pany as collateral for a loan, the loss of pay as a result of injury 
at work, etc. 


Advantages 


This plan has now been in successful operation for more than 
22 years, and the advantages to the company and to the employees 
have been many. 


1. It has given the employees the realization that they are 
an important part of the company. 

2. Through their votes their representative on the board of 
directors has given them a voice in the affairs of the 
company far beyond what they could otherwise have. 

3. It has provided them with substantial interests in the 
company through their stockholdings, as well as other 
monetary benefits from profit sharing, dividends on 
stock, trust fund, etc. 

4. In years of high prices and prosperity the employees’ 
incomes have risen, accordingly. In times of depression 
when there are no profits, the wage stabilization plan 
has helped to supplement shrinking incomes. 

5. It has provided the company with increased capital 
throughout the years without the need of outside finan- 
cing, since its distributions of stock do not impair 
working capital. 

6. It has resulted in reduced taxes since the profit sharing 
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taxes. 

7. It has provided long and loyal service on the part of 
employees as indicated by the fact that company turn- 
over is much smaller than in comparable concerns of the 
same industry, and the turnover of participating em- 
ployees is practically nonexistent. 

8. It has stimulated ideas from employees through a com- 
mon interest with management in the affairs of the 
company. 

g. It has helped prevent labor disputes since employees are 
better paid than they would be elsewhere. 


Disadvantages 


Any such plan has its disadvantages. The chief one is that, as 
in all things, there are some employees who are content to let 
others carry the load while they share in the rewards. This is 
overcome to some extent by the fact that the better employees are 
tisually better paid and therefore receive larger amounts of profits. 
The two-year service rule also helps to determine the satisfactory 
employees who are to be permanent additions to the force. An- 
other factor is that employees are sometimes disappointed in 
periods of loss, product development, etc., when costs are high, 
the work heavy, and the profits small. This, however, is alleviated 
by a clear exposition of the facts. 

Surveys indicate that the vast majority of concerns does not 
have profit-sharing plans in effect. Although the plan outlined 
above has elements that could be adopted by all industries to their 
advantage, it must be remembered that no one plan is universally 
applicable, but must be tailored to fit the local conditions. 


is recognized as a legitimate business expense before 
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AccounTinGc ErricreNncies in SMALL CoMPANIES 


Editor, N. A. C. A. Bulletin: 


Mr. Kleinau’s excellent article in the October 15, 1945, N. A. C. A. Bul- 
letin indicates that Mr. Kleinau sympathizes with and has given much 
thought to the problems of the bookkeeper in a small company. His state- 
ment that— 


“. ... the small office is generally inefficient, not because its per- 
sonnel lacks capacity, but because the conditions of the office 
tend to discourage the development of efficient methods.” 
(italics supplied) 


hits at the basic reason for all the accounting problems in the small business. 
However, with the type of help and encouragement offered in this article, 
these discouraging conditions can be overcome. 

Being employed in what for accounting purposes is termed a small busi- 
ness, I believe that I can safely put into words the principal condition which 
Mr. Kleinau has been kind enough to avoid. That condition, in my opinion, 
is poor working morale. In the hope that it may be of assistance to some- 
one else, I would like to relate briefly how we in our office overcame this 
problem. 

We overcame this condition by means of a little “make believe” that re- 
lieved the monotony and heightened our interest in our jobs. That is, dur- 
ing the month each employee is a member of the office force performing 
his or her ordinary day-to-day duties; however, after the books are closed 
each employee performing accounting duties assumes the role of a public 
accountant engaged to examine the books. 

Using a standard audit program, prepared from recognized texts, the 
“senior” on the job (employees are rotated in this position) assigns to each 
“auditor” the task of examining, by means of selective tests, the work of 
some member of the office force (not the auditor’s own). During the 
course of his examination the “auditor” makes written comments on his 
findings together with recommendations for possible improvements in the 
system. Upon completion of the examination these comments and recom- 
mendations are given to the “senior” for presentation to the group for dis- 
cussion. After careful consideration by the group, changes in the system are 
effected where warranted. We have found that changes thus originated in- 
variably meet with the unqualified approval of the management and their 
public accountant. 

As you know, much has been written concerning the place of internal con- 
trol and internal auditing in modern business, but always on such a scale 
as to convince the bookkeeper in a small enterprise that these phases of ac- 
counting have been designed exclusively for big businesses with elaborate 
accounting systems. We have not been convinced and have made these two 
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important phases an integral part of our own system. True, the extent of 
internal control is limited, but it exists to the greatest degree possible com- 
mensurate with the size of the business and the nature of its operations. 
Neither do we have an independent internal auditing force, but we sub- 
stantively perform its functions. 

This “make believe” costs about three man days per month and has re- 
































ul- sulted in more efficient work, an improved accounting system, and, what is 
uch of most importance, the feeling among the employees that the proper func- 
ite- tioning of that system is their individual responsibility. 


Wruu1am P. Bonps, ‘ 
Los Angeles Chapter. 


Editor, N. A. C. A. Bulletin: 
According to a recent report, there are 2,758,000 firms in the United 
States which employ fewer than 100 persons each and, in the aggregate, 













Ess. employ 45 per cent of all wage earners. A paper such as that written by 
cle, Glenn R. Kleinau in the N. A. C. A. Bulletin of October 15, 1945, which 
discusses “Accounting Efficiencies in Small Companies” is therefore of in- 
1si- terest to a large number of accountants and business men from such small 
ich businesses. 
ion, Mr. Kleinau’s criticism of most small companies that entries are not well 
ne- enough supported is certainly justified. It has been said that a good ac- 
his countant is one who has the ability to keep the records in such condition 
that an accountant unfamiliar with the company can trace every transaction 
Te- and analyze the balance of every account without an extended research pro- 
ur- gram. Unfortunately this usually cannot be done. Journal entries often 
ing have a vague reason to explain their right to be on the books, and too many 
sed general ledger accounts lose much of their utility because the long string 
blic of debits and credits has no explanation except a posting reference. This 
is particularly true of mixed accounts such as a reserve account which ac- 
the cumulates reserves for more than one tax or other liability. In such a 
ach case, an analysis of the entire account would need to be made to determine 
of the reserve for any one liability. The columnar type of ledger sheet is use- 
the ful here to segregate the various items in a mixed account. 
his The point which Mr. Kleinau makes regarding reconciliations is im- 
the portant. Most small companies have very little internal auditing and rely 
antl on year-end audits to catch the year’s accumulated errors. The monthly re- 
dis- conciliation of certain key accounts can keep the books free from accumu- 
are lated “dead wood” and make the year-end audit much easier on both the 
a company and the auditor, and reduce the cost of the audit. This also pro- 
1eir vides correct information for interim monthly and quarterly statements for 
use by the mnanagement in guiding the activities of the company. 
on- It has been my belief that the accountants of small companies get more 
sale benefit from discussions of general accounting problems than the accountants 
ac- of large corporations if only because the problems of the latter are more 
o specialized in nature and large corporations hire or have specialists familiar 


with such special problems. Also the small company man cannot easily share 
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his problems with other accountants, for the simple reason that he and one 


or two bookkeepers often constitute the entire department and have but 


little contact with outside auditors. So let’s have more about small com- 
pany systems in the future. 

Wa ter E. Soir, 

Los Angeles Chapter. 





COST CURRENTS 








S. E. C. Issues Ruling on Accounting for Taxes—Recently there has 
been growing up a practice whereby the current income account is charged 
not only with the income taxes expected to be paid by the company but also 
with an additional sum equivalent to the reduction in taxes brought about 
by unusual circumstances in a particular year. This charge for a “tax sav- 
ing” is usually offset by a credit to surplus or to some other balance sheet 
account, and the purpose of the entry is to place the income account on a 
“normal” basis and to report the taxes in an amount which would have been 
payable had not the unusual transactions occurred. 


The Securities and Exchange Commission is not fully in agreement with 
this practice and has recently issued Release No: 53 of the Accounting 


Series in which the following conclusions are stated: 


1. The amount shown as provision for taxes should reflect only ac- 
tual taxes believed to be payable under the applicable tax laws. 

2. It may be appropriate, and under some circumstances such as a 
cash refunding operation it is ordinarily necessary, to accelerate 
the amortization of deferred items by charges against income when 
such items have been treated as deductions for tax purposes. 

3. The use of the caption “charges or provisions in lieu of taxes” is 
not acceptable. 

4. If it is determined, in view of the tax effect now attributable to 
certain transactions, to accelerate the amortization of deferred 
charges or to write off losses by means of charges to the income 
account, the charge made should be so captioned as to indicate 
clearly the expenses or losses heing written off. 

5. The location within the income statement of any such special 
charge should depend on the nature of the item being written off. 
In the case of a public utility, for example, a special amortization 
of bond discount and expense should not be shown as an operating 
expense but should be classified as a special item along with other 
interest and debt service charges in the “other deductions” section. 

6. It is appropriate to call attention to the existence of the special 
charge by the use of appropriate explanatory language in con- 
nection with intermediate balances and totals. 

7. In the preparation of statements reflecting estimates of future 
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ne earnings, it is ordinarily permissible to reflect as income taxes the 
put amount which it is expected will be payable if such earnings are 
m- 


realized provided, of course, the assumptions as to the tax rates 
are disclosed. 
8. In the preparation of statements which are designed to “give ef- 
fect” to specified transactions, the provision for taxes may, de- 
pending on all the facts and circumstances, properly represent 
—, either (a) the actual taxes paid during the period adjusted to 
give effect to the specified transactions, or, (b) an estimate of the 
taxes that it is expected will be payable should the income of fu- 





—_ ture years be equal in amount to the adjusted income shown in ; 
nas the statement. The statement should, of course, clearly show what ' 
zed the provision for taxes purports to represent. 
Iso 
out Treasury Decision on Excess Profits Tax Relief Claims—Treasury 
av- Decision 5483 amends the regulations governing the filing of relief claims in 
eet connection with the excess profits tax. The regulations- now provide 
1a (1) that only one application for relief under Section 722 can be filed for 
sen any one excess profits tax year and (2) that no new grounds or additional 
facts can be presented after an application has been disallowed by the Com- 
ith missioner in whole or in part. The regulations do provide, however, that an 
ing application can be amended prior to action on it. They further provide that 


an application can be withdrawn, with the Commissioner’s consent, provided 
there has been no investigative action on the claim and that the statute of 


ved limitations is not operative. Such withdrawal serves to clear the way for 
a new application. 
sa 
ate Change in Ruling Concerning Information Returns—Recently the Bu- 
hen reau of Internal Revenue issued Treasury Decision 5480 according to which 
‘ companies are required to report on Form 1099 all advances or reimburse- 
” is ments made to employees for travel and other business expenses. This 
tuling has been clarified. Following is the set of clarifying instructions 
Be panies a heavy burden of record keeping and reporting. Since then the 
ed tuling has been clarified. Following is the set of clarifying instructions Ps 
ae addressed by the Bureau to Collectors of Internal Revenue and Internal 
Revenue Agents in Charge: 
cial 1. Inquiry has been made as to the scope of that part of Treasury 
off. Decision 5480, approved September 26, 1945, which provides that 
tion “compensation not subject to withholding, for instance, advance- 
ting ments or reimbursements for traveling or other expenses” is to be 
ther reported on Form 1099 if the wages subject to withholdifig and 
ion. such advances or reimbursements total $500 or more for the year. 
cial 2. Treasury Decision 5480 does not change the rule that information 
con returns are required from all persons making payment to em- 
sia ployees of wages, salaries, annuities, commissions or compensation 


in any other form amounting to $500 or more in any calendar year. 


345 








N. A.C. A. Bulletin December 15, 1945 








It merely provides that in such cases if only a portion of such 
compensation constitutes wages subject to withholding and such 
portion is reported on Form W-2, the remainder of such pay- 
ments must be reported on Form 1099. 

3. The advances or reimbursements for expenses contemplated by 
Treasury Decision 5480 are those which are made by the employer 
without requiring an accounting by the employee to the employer 
that the expenses are ordinary and necessary expenses incurred in 

the business of the employer. The Bureau will consider that the 
employer has complied with the provisions of the Treasury De- 
cision, if the advances or reimbursements for expenses to be re- 
ported on Form 1099 are confined to those with respect to which 
the employer does not require the employee to submit expense ac- 
counts showing that the advances or reimbursements are ordinary 
and necessary expenses in the employer’s business. 


Short Cut in Handling Small Items of Termination Inventory—Fol- 


lowing is an official release, dated November 1, 1945, describing a revised 
procedure for handling certain items of termination inventory : 


An important change in the Army-Navy Joint Termination Regula- 
tion has been made, simplifying the reporting, retention, and sale of “line 
items” costing $100 or less. This change is effective immediately and 
will be included in the next revision to the Joint Termination Regulation. 
A “line item” is an item or group of identical items of contractor 
inventory which may properly be described as single entry in an in- 
ventory schedule. 

The new provisions authorize a contractor to list all line items 
costing $100 or less under a single caption on his inventory schedule, 
if the contractor agrees to retain all such items in his entire inventory. 
If he agrees to do this, he may retain the items at the flat price of 25 
per cent of their aggregate cost. He need not execute a use repre- 
sentation, nor obtain the approval of the contracting officer or next 
higher tier contractor. 

Line items costing $100 or less average about 60 per cent of the 
number of entries listed in inventory schedules, although the cost of 
such items averages only about 3 per cent of the total inventory cost. 

The new provisions also benefit the contractor who does not wish to 
retain all line items costing $100 or less. Any such line item now comes 
within the definition of a “small lot.” As such it can be sold for the 
best price obtainable with the approval only of the contracting officer 
or next higher tier contractor. “Small lot” formerly included only an 
item or a group of items where the cost of all “substantially similar” 
items did not exceed $300. Now any number of line items costing 
$100 or less may be sold or retained as small lots, even if several of 
these items are “substantially similar.” 

These changes are contained in revised paragraphs 411.15, 425.2, 
443, 445.2, and 446.2 of the Joint Termination Regulation. 
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IN MEMORIAM 1944-45 


He is not dead, this friend, not dead. 
But in the paths we mortals tread 

Got some few trifling steps ahead, 
And nearer to the end, 

So that we too, once past the bend, 
Shall meet him face to face, this friend 


We fancy dead. 
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PRESIDENT’S REPORT 


To the Members of the National Association of Cost Accountants: 


In thinking back over the Association year, 1944-45, the outstanding im- 
pression is of the loyalty, good fellowship, and a spirit of fraternal helpful- 
ness of the members of N.A.C.A. 

In order to appreciate N.A.C.A. fully, one must have had the special 
privilege of seeing a large cross-section of N. A. C. A. chapters in operation ; 
he must have had the opportunity of seeing the unselfish, high-caliber leader- 
ship of the officers and directors of these chapters; he must have been ex- 
posed to the enthusiasm of the chapter members. To know N.A.C. A. well, 
it is also necessary to witness the outstanding contributions of the governing 
body at first hand, that is, the Board of Directors, the Executive Com- 
mittee, the Finance Committee, the National Directors in Charge, the loyal 
and efficient Headquarters staff, and all our important committees. 

It is this unique and great privilege which comes with being President of 
N.A.C.A. It is a most inspiring experience. 

Progress in an association such as ours can be measured by these yard- 
sticks : 

1. The healthy increase in the membership and in the number of 
chapters. This increase provides the medium for a greater number 
of individuals to exchange ideas and gain technical knowledge. It 
provides a broad basis of industrial accounting “know-how” which 
can be tapped for the benefit of the entire membership. 

. Another measure of progress is found in the improvement of 
N.A. C. A. methods for harnessing the vast potential of industrial 
accounting knowledge represented by our diversified membership. 
This is accomplished through improved member service, that is, 
publications, research, study group programs, etc. 

. A final measure of N.A.C.A. progress is our ability to bring to 
American business management a better understanding of the con- 
tributions made by N. A. C. A. and its members. 


Despite the handicaps of one of the most difficult of the war years, our 
Association made substantial progress on all three of these important counts. 
During the past year, our membership showed a net gain of over three thou- 
sand members. Six new chapters were added to our rapidy growing family, 
making a total of 81 chapters at August 31, 1945. These six are well-estab- 
lished chapters which will make important contributions to our Association. 

As pointed out in Mr. Fiske’s report, we have gone a long way toward 
meeting the need for improved member service. Headquarters staff hasbeen 
increased to keep pace with the demands of our rapidly growing membership. 
Despite the limitations of wartime controls, our publications have maintained 
an unusually high standard. The amount of printed tecl:nical material has 
been considerably increased. N.A.C.A. publications constitute the finest 
library of accounting thought in the world. 
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The study group material prepared under the direction of Clinton Bennett 
and Dr. R. P. Marple represents a most important step in the history of 
N. A.C. A. -As a result of careful review and analysis, we have also set up 
a Research Committee to insure continuation of forward thinking in all 
phases of industrial accounting. 

All these member-service activities add up to a well-planned program 
aimed at continued N. A.C. A. progress. 

I think we have made some progress, too, in acquainting top management 
with the contributions that N. A. C. A. is making to American industry. This 
is not too difficult, since we count many industrial leaders as members. 
Chapters also are finding it possible to interest top management executives 
in participating in chapter activities. A reasonable number of chapter meet- 
ings are of such caliber that they attract the business executive. N. A.C. A, 
publications are likewise sufficiently diversified to interest the chief officers 
in industrial organizations. During the past year, a number of these publica- 
tions have received national publicity. 

In addition to all this, American management is cognizant of the contri- 
butions made by N. A.C. A. committees in connection with O.P.A. regula- 
tions, contract termination accounting, S.E.C. regulations, and War Depart- 
ment pricing procedures. 


National Organization 


Our Association recognizes its responsibility for having our national or- 
ganization setup keep pace with the growth in membership and chapters. As 
Mr. DeVitt pointed out in his report a year ago, an important step forward 
was taken in April, 1944, when the members and the National Board of Di- 
rectors authorized the creation of an Executive Committee, composed of the 
officers of the Association and three members of the National Board of 
Directors. During the past year, this Committee has devoted considerable 
time and effort to the problems and policies of the Association. On behalf 
of the National Board of Directors and of all the members, I would like to 
express our deep appreciation to this group: 


Frank Klein 
Alexander J. Lindsay 
Philip J. Warner 
Wyman P. Fiske 
Victor J. Stempf 
Grant R. Lohnes 
William F. Marsh 


Another step to enable our national organization to keep pace with the 
changing needs of the members was taken in March, 1945, when the mem- 
bers of the Association approved changes in the Constitution and By-Laws 
so as to increase the number of national vice presidents from two to four. 
This step materially strengthened our national organization. 
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_ Conferences 


Due to government regulations, it was necessary to cancel our Annual 
National Conference, scheduled for June, 1945, at the Waldorf-Astoria in 
New York. While we all missed the occasion of our yearly get-together, we 
were more than glad to be able to make this small contribution in the final 
drive to military victory. 

All the technical papers which were to have been delivered at our Con- 
ference have been included in the Year Book which will be distributed to 
members. 

As our Association grows, regional conferences are playing an increas- 
ingly important role in our Association’s activities. We originally planned 
five regional conferences during 1944 and 1945. Due to war conditions, it 
was possible to hold only three of these—at Decatur, Buffalo, and Cleveland. 

The Decatur Conference, a very successful affair, was under the direction 
of Dr. E. L. Theiss, of the University of Illinois. The Buffalo Conference, 
under the general chairmanship of Claude Rainey, commemorated the 
twenty-fifth anniversary of our Association and attracted more than seven 
hundred members and guests, with eight chapters -participating. With Wil- 
liam Armstrong as Chairman, the Cleveland Chapter’s highly successful con- 
ference was held in March. Both the Cleveland and Buffalo as well as the 
Decatur Conferences provided ample evidence of the importance of the re- 
gional conference idea. Our Association will expand this activity as soon as 
conditions permit. 


Chapter Visits 


The priceless ingredient of N. A.C. A, success has been the personal, hu- 
man touch that has always been maintained between the national officers and 
the chapters. Despite the handicaps of war travel, I feel that a good job was 
done last year in maintaining this spirit. National officers and directors, 
members of the Spot Club, and contact directors all did their part in keeping 
the lines of communication between chapters and the national organization 
open. This has accounted in no small measure for the outstanding success 
that has come to our Association. During the past year, every chapter in the 
United States was visited by one of our national officers. It was my happy 
privilege to visit thirty-five chapters. I wish it had been possible for me to 
visit all the chapters. It is the finest experience a fellow could ask for. 

In additions to visits from national officers, all chapters were covered by 
contact directors. Likewise, many members of the National Board and 
Spot Club handled technical talks at chapter meetings. All of this added 
up to maintaining that “priceless ingredient” of N. A.C. A. success. 


The Problems of Peace 


As this report is written, military victory has been achieved and the Gov- 
ernment and industry are tackling the tremendous task of reconversion. This 
Teport would not be complete if I failed to recognize the contributions that 
the Association and its members have made to victory. Approximately nine 
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hundred of our members served in the armed forces. Many of our members 
played important roles in Government, and in helping to set up the regula- 
tions and procedures for the effective functioning of our war economy. In 
addition, N. A. C. A. committees, publications, and chapter meetings all served 
to help American management attain its objective—the greatest production 
goal the world has ever seen. With all due modesty, for our Association 
and its members, we can truly say—“Well done.” 

We face the future with full confidence in the ability of our Association 
to help each of us to play a more effective part in restoring a healthy sys- 
tem of free competitive enterprise in America. Under the capable leadership 
of our new President, Frank Klein, I know that N.A.C.A. will make a 
constructive contribution to American industry. 


Martin A. Moore, President. 


SECRETARY’S REPORT 
To the Members of the National Association of Cost Accountants: 


In each of the twenty-six years of its existence N. A.C. A. has moved 
forward in both the quality and extent of its service. Our service has 
reached more people in more places and has been improved and extended 
to new fields. The year just closed has continued this progress in a record 
of which we can all be proud. 

Most of these accomplishments are covered in the individual reports of 
officers and directors in charge of departments. These reports show: the 
organization and staging of nearly 900 regular and special technical meetings 
by our chapters; successful regional conferences in Decatur, Buffalo, and 
Cleveland; extension and development of our technical publications; opera- 
tion by our chapters of 61 discussion and study groups; and planning for a 
greatly expanded research program. The sum total is a service which has 
not only benefitted every member, but has also resulted in a further sub- 
stantial advance in industrial accounting. 

Our service has reached more people in more places. The opportunities 
offered by N. A. C. A. attracted 3,308 additional individuals to membership 
in our Association and brought both our gross and active memberships to 
new highs. A total of 62,757 members attended chapter technical meetings, 
while a greater number than ever before attended sessions of chapter dis- 
cussion and study groups. The National Board chartered 6 new chapters 
which offered chapter service for the first time to members in their respec- 
tive territories. With the close of the war we began to re-establish contacts 
with many foreign members to whom it had become impossible to extend 
service because of disrupted communications. 

Our Headquarters’ technical services were carefully reviewed during the 
year by Directors in Charge. Plans were laid and have been put into effect 
to bring each element of these services to even greater usefulness to our 
membership. Available staff, in every case, and paper, in the case of pub- 
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lications, have been handicaps to overcome. Nevertheless the quantity of tech- 
nical material in our Bulletins has been increased, and mew material has been 
introduced. A second outline has been prepared fo> use by discussion and 
study groups. In each of these departments these substantial accomplish- 
ments are a start only, to be followed by further improvements and 
expansion. 

In research the necessary groundwork has been laid for meeting our re- 
search responsibilties. This has been accomplished under the leadership 
of George Ellis, Director in charge of Research, whose recommendations 
were the result of long experience and study of our Association research 
problem, A policy has been laid down by the National Board. A Committee 
on Research has been authorized and formed under the chairmanship of 
Dr. T. H. Sanders, Past President. This Committee is national in scope 
and is composed of men of experience and position to assure outstanding 
work and general acceptance of results. Work on preparation of a research 
program has already begun. Funds are available to finance such a program. 

For the first time in the history of the Association no Annual Cost 
Conference was held. Although plans to hold a conference in New York in 
June, 1945, were started and continued up to early spring, it finally became 
clear beyond question that the Conference should not be held under existing 
conditions. Accordingly it was canceled, but the Technical Program Com- 
mittee was instructed to proceed with preparation of a program to be the 
basis for a Year Book or conference by mail. The resulting program and 
authors guarantee a Year Book (now in the final stages of manufacture) 
of great value and usefulness to our membership. 

During the year successful regional conferences were held in Decatur, 
Buffalo, and Cleveland. It has become clear that there is a need for a series 
of regional cost conferences to supplement our National Conference. The 
additional meetings bring to more of our members the opportunities of 
attendance at conferences. In addition they provide an occasion for dis- 
cussion of important and timely problems and for gatherings of chapter 
officers and directors. At the time of writing this a New England Con- 
ference has been held in Worcester. The National Board has recognized 
regional conferences as an important part of our Association program. Ad- 
ditional conferences, located at points carefully chosen to bring the benefits 
to the greatest number of our members, will be sponsored as part of an 
organized program. 

As the membership of our chapters has grown it has become impossible 
for any one officer to visit them all during a single year. Yet the importance 
of providing opportunities for chapter members to meet and for chapter 
boards to discuss chapter operating problems with official representatives 
of the national organization increases. This is a problem that again has 
received attention for a considerable period of time. It is clear that the only 
solution is an organized program dividing the travel among a group of 
officers. This past year that was done, and every continental chapter of 
the Association was visited by a national officer. Many were visited by 
More than one officer. A total of 91 visits were made. In addition a 
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national contact director was assigned to every chapter. This group made a 
further substantial contribution to chapter operation. 

The importance of regular visits to all chapters was a major iy ee in 
supporting the constitutional amendment increasing the number of national 
vice presidents from two to four. For the new year plans are complete 
to step up even further the program of. chapter visits. With an enlarged 
group more chapters can be visited. Present plans call for at least one 
official visitation to every continental chapter and at least two visits to 
every chapter organized within the last two years. With the additional 
advantages resulting from continuance of the contact director program, 
from chapter officers’ meetings at regional and annual conferences, from 
contacts through national directors and national directors in charge, and 
from visits by chapter officers and directors to the Headquarters office, 
substantial progress has been made toward meeting the need for close con- 
tact and communications with a constantly enlarging family of chapters. 

That the Headquarters office has been undermanned has been recognized 
for some years. With the Association committed to extension of its publi- 
cation activities and to a greatly-broadened research program, the need be- 
came even greater. Our increased membership and the additions of new 
chapters have brought the benefits and services of N. A.C. A. to more indi- 
viduals, but they have also increased the demands upon the Headquarters 
staff. Expansion of the Headquarters organization to meet these conditions 
has been a problem of major importance during the entire year. 

Considerable pfogress has been made on this staff problem, although 
further steps will be necessary. In the early winter, arrangements were made 
to obtain for the Association the part-time services of Professor Theodore 
Lang of New York University and Dr. Sterling K. Atkinson of Temple 
University to assist in our publications and research activities. Later in the 
year Arthur B. Gunnarson of the United States Chamber of Commerce and 
both a Past President of the Washington Chapter and National Vice Presi- 
dent-elect joined the staff to assist in our program of chapter visitations and 
in general administrative matters at Headquarters. Both Dr. Marple, who 
for many years has directed our technical services 2nd publications, and Mr. 
Gunnarson became Assistant Secretaries. 

As plans for expansion of our publications and research activities progress, 
additional technical personnel will be needed with supporting secretarial 
assistance. Growth in size of the Association has necessitated some increase 
in the general office as well, although in a much reduced proportion. 

The financial results of the year are covered in the report of the Treas- 
urer. The financial strength of the Association is obvious. The accumula- 
tion of a substantial permanent fund to provide income to support research 
has been a long-established policy of the Association. In the judgment of the 
Finance Committee the fund has now reached a level at which the Com- 
mittee has felt it possible to assure the Board of the availability of a suffi- 
cient amount of income for a worthwhile research program. We can all 
take great satisfaction from reaching this milestone in Association history. 
The impossibility of holding our Annual Cost Conference prevented the 
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holding of our annual meeting and election in the normal manner. This was 
another effect of war conditions. In order to meet this emergency the Na- 
tional Board voted to hold our election of officers and directors by a mail 
yote. This vote was taken in early June with a very satisfactory participa- 
tion by the membership. The tellers counted 9,152 votes. On the basis of 
their report the National Board declared the following individuals elected 
to the several offices and directorships : 


President, FranK KLEIN, Harrison, N. J. 

Vice President, Wu.iaM Bvackie, Peoria, IIl. 
Vice President, W. J. Carter, Atlanta, Ga.* 
Vice President, A. D. Ross Fraser, Rome, N. Y. 
Vice President, Mason SmitH, Chicago, IIl. 
Treasurer, Purp J. Warner, New York, N. Y. 


Directors to Serve Three Years 
L. C. Bottincer, Chicago, Ill. 
CLARENCE CrocHERON, New York, N. Y. 
Howarp C. Greer, Indianapolis, Ind. 
Epwarp J. Haney, Brackenridge, Pa. 
I. Wayne Ketter, Lancaster, Pa. 
Georce L. None, Brooklyn, N. Y. 
Herman A. PapenrotH, Hartford, Conn. 
Maurice E. Petouset, New York, N. Y. 








































Directors to Serve One Year 
Witt1am Y. ArMstrRonG, Cleveland, Ohio. 
J. Bernarp Brown, Louisville, Ky. 
E:ton H. Ditton, Erie, Pa. 
Epcar O. Dreas, Reading, Pa. 
Grorce E. Green, Havana, Cuba. 
Joun R. Janssen, Rockford, Mich. 
J. Rosert McCoy, Jr., Los Angeles, Calif. 
Stuart D, MacLaren, Gardner, Mass. 
Teo W. Monte, Houston, Tex. 
Noste J. Simmons, Chattanooga, Tenn. 
Orrmar A. WaALpow, Detroit, Mich. 
LutHer C. Warner, Schenectady, N. Y. 


Director to Serve Unexpired Term of WiLL1AM BLACKIE 
L. S. Hassetgutst, Moline, III. 


Nominating Committee to Report in 1946 
Martin A. Moore, Harrison, N. J., Chairman 
Rozert Burns, Philadelphia, Pa. 
Harry A. Gruss, Brooklyn, N. Y. 
Hersert Rerziarr, Portland, Ore. 
Harris Saunvers, Birmingham, Ala. 





ices 
* Elected the National Board of Directors to fill the vacancy resulting from the 
i by Be B. Gunnarson to become Assistant Secretary. ~—s 
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During the latter part of 1943-44 the membership approved a constitutional 















































amendment establishing an Executive Committee composed of the national at 
officers and three past presidents appointed by the National Board for over- r 
lapping terms. The Committee was appointed and has now completed its first W 
year of activity. Its efforts have been in the direction of coordination and le 
planning of Association activities. The contribution of the Committee to the B 
Association has been great. Association objectives, financial controls, re- 
search policy, and budgetary planning are only a part of the problems at- ti 
tacked during the year. To these problems the Committee has brought the a 
benefits of long experience in Association affairs plus a high sense of our di 
responsibilities for leadership in industrial accounting. m 
On V-J Day we had almost 850 names on our military membership rolls. h 
Many other members were serving either in the armed services or in key 
civilian posts. There were few indeed whose activities did not contribute de 
directly to the war effort. Seven had given their lives for our country. We tk 
can be justly proud of the part our members played in bringing to reality D 
V-E and V-J Days. Now our servicemen are beginning to come home. Al- Pi 
ready we have welcomed back to active membership an appreciable number. SI 
In every way possible we must help re-establish them as civilians. We hope hi 
that most of them will continue their association with us as active N. A.C. A. p! 
i members. h 
: The end of the military phase of the war came just before the end of our 
j Association year. The year ahead will therefore be a year of transition se 
: from war to peace. The probems faced by our members will be those of ter- . « 
; mination and reconversion. They will be difficult, but the opportunities for in 
constructive contribution will be many. Great as have been the satisfactions ‘ 


of sharing in the grand cooperative effort of winning the war, the satisfac- 
tion of contribution to an easy transition to successful operation of a peace- 
time economy will surely be as great, for the objective will be building rather 
than destroying. 

The Association enters the new period ready for the responsibilities ahead. 
We are soundly organized and financially strong. Our chapters are in the 
hands of capable men. Plans have been laid to carry on and expand our 
‘ technical services. 

There will be problems, of course. Some effects upon membership can be 
expected, although new membership activities should largely offset them. 
In estimates of revenues and expenses the Board has taken a conservatively 
: cautious approach. Wartime restrictions are being rapidly lifted, but the 
: effects of lags in production, shortages, and maldistribution remain to plague 
: us in our publications program. Travel and hotel conditions are still tight 
and bid fair to stay so long enough to be a factor in our plans for a 1946 
Cost Conference. These conditions are also causing a continuance of the 
meeting problems of our chapters. 

The program of activities put on by N.A.C.A. in the chapters and on 
the national level is imposing. It is possible only because of the unselfish 
services of a great body of individuals. The official families of the chapters 
total almost a thousand men without including associate directors, commit- 
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tee members, and all the others who share in the work involved in chapter 
activities. The national organization includes not only our officers aiid di- 
rectors, but contact directors as well. Nor should we forget those members, 
whether or not they are officers or directors, who address technical sessions, 
lead discussion groups, and prepare papers for possible publication in our 
Bulletins. 

Final responsibility for Association policy and activities rests in our Na- 
tional Board of Directors. The Board meets regularly for discussion and 
action on every phase of Association affairs. Members come from great 
distances to attend these meetings. Their experience and interest are a 
mighty resource from which N. A. C. A. draws continuously. The past year 
has presented some difficult problems. They have served well. 

I would be remiss indeed if I did not in this report call attention to our 
debt of gratitude to our retiring president, Martin A. Moore. He assumed 
the presidency in a year of transition problems arising from the death of. 
Dr. McLeod. With a firm hand he has guided the Association through those 
problems to great accomplishment and to strength to meet its continuing re- 
sponsibilities. He gave unselfishly of his time and energy in undertaking a 
heavy load of chapter travel and in meetings and conferences on national 
problems. We can only thank him and count ourselves fortunate that he 
held the helm at this particular time. 

We can look ahead with confidence. The need of American industry for 
constructive industrial accounting service was never greater. By working 
together we can help each other meet better his responsibilities for his part 
in the job. Our group efforts will make possible study and research towards 
sound policy and ever-better practice in cost problems. Each of us will 
benefit but each can also have the satisfaction of sharing in leadership. 


Wyman P. Fiske, Secretary. 
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TREASURER’S REPORT 
To the Members of the National Association of Cost Accountants: 


On the pages immediately following are presented the report of our 
auditors, Loomis, Suffern & Fernald, and the financial staternents of the As- 
sociation for the fiscal year ended August 31, 1945. The statement of income 
and expenses reflects a new classification of accounts adopted at the begin- 
ning of the year just closed. 

It is most gratifying to report the continued growth in financial strength 
of your Association. The substantial balance of revenue over expenditures 
for the year was the result principally of wartime restrictions preventing 
normal expansion of our publication and technical services in keeping with 
the long-established policy of the Association to relate operations to dues 
income. 

I am sure that the entire membership will derive deep satisfaction and 
pride from the fact that in the opinion of your Board of Directors our per- 
manent fund has increased to a level at which we have long aimed—an 
amount which will produce, even at current low interest rates, sufficient in- 
come to assure continued support of important research activities. 

The Finance Committe met regularly throughout the year to review the 
portfolio of the permanent fund investments. 

I wish to express my appreciation to the National Board of Directors and 
tc the members of the Executive Committee and the Finance Committee for 
their cooperation and assistance throughout the year; to all of our chapter 
treasurers for their conscientious handling of the financial operations of the 
81 chapters; and to the staff at National Headquarters for their loyal and 
efficient cooperation in the conduct of the business of the Association. 


Pau J. Warner, Treasurer. 
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ACCOUNTANTS’ REPORT 

To the Board of Directors of the 
»f our National Association of Cost Accountants, 
he As- New York, N. Y. 
eee We have examined the Balance Sheet of the National Association of 
begin- Cost Accountants as of August 31, 1945 and the Statement of Income and 

Expenses for the fiscal year then ended, have reviewed the system of inter- 
rength nal control and the accounting procedures of the Association and, without 
litures making a detailed audit of the transactions, have examined or tested account- 
enting ing records of the Association and other supporting evidence, by methods 
y with and to the extent we deemed appropriate. Our examination was made in 
> dues accordance with generally accepted auditing standards applicable in the 

circumstances and included all procedures which we considered necessary. 
n and Cash in bank has been confirmed by certificates from the depository and 
© per that on hand by count. The Permanent Fund securities have been confirmed 
d—an by certificates from the custodian. 
mt We have not confirmed the cash balances and United States War Bonds 

of the chapter treasuries which are stated at the amounts officially reported 
w the by the respective chapters, as listed in Schedule # 1. 

It is the established practice of the Association to take into its accounts, 

s and only when received, income from dues, advertising, sales of publications 
re for and bond interest (with the exception of dues received in advance, which 
mapter are carried as deferred income in a separate account); to adjust book 
iim values of investments (including U. S. Savings Bonds) for premiums 


and discounts on a pro rata basis and to charge to expense, as incurred, 
all expenditures including those for furniture and fixtures, library and 
rer. publications. Initiation fees are not considered to be income but are credited 
directly as increases of the Permanent Fund. 

In our opinion, the accompanying Balance Sheet and related Statement 
of Income and Expenses present fairly, on the basis set forth above, the 
position of the National Association of Cost Accountants as at August 31, 
1945, in conformity with generally accepted accounting principles applied on 
a basis consistent with that of the preceding year. 


Loomis, SuFFERN & FERNALD 


November 21, 1945. Certified Public Accountants 
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ASSETS 


Nationa Orrics: 
Current and Working Assets: 
Cash in bank and on hand (other than cash in bank in- 


ciuded under Permanent Fund assets)............... $ 5,867.90 
Postage and air line deposits. ...........0.-seeseeeees $73.20 
eT CEES Bb ncbddboatantaccde es ce sdccncecesesées 237.85 
Advances to chapters (sce below)...........-cecceeeess 500.00 
Furniture and fixtures, library and inventories of publi- 

cations—carried at nominal amounts.............++++ 3.00 


Permanent Fund Assets: 


Marketable securities, at cost, with adjustments on a pro 
rata basis for premiums and discounts: 


uoted 
Principal arket Book 
Amount Value Value 





U. S. Government securities.$534,700.00 $534,503.66 $531,616.66 
Copetiee Government s¢tcuri- 








NATIONAL ASSOCIATION 
BALANCE SHEET AS 


$ 7,181.95 





eeenestesoads 6d ehece 10,000.00 10,337.50 9,876.25 
Public utility —— gecdeces 33,000.00 35,060.00 34,154.96 
ilr BE dé6ccasadces 3,000.00 3,232.50 3,000.00 
Industrial Ponds ecegseecse 20,000.00 20,812.50 20,110.67 
$600,700.00 $603,946.16 $598,758.54 
Ueieensted ench. Mp. Qenht..c.ccocsesccoscses cevesetseoes 32,161.56 630,920.10 
Total assets of National Office. .......cccccccccscceccess $638,102.05 
Cuarter Treasunizs: 
Cash: 
Balances as reported to National Office io by A sane seeee $ 35,309.54 
In transit from National Office to chapters........... 580.15 
$ 35,889.69 
United States war bonds, at cost or redemption value...... 2,523.70 
Wee WEE BED Blac ccc cctcccccccecces $ 38,413.39 
Receivable from National Office, per contra.............. 1,647.40 
$ 40,060.79 
Less—Advances from National Office, as above........... 500.00 39,560.79 
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ATION OF COST ACCOUNTANTS 
EET AS AT AUGUST 31, 1945 


LIABILITIES AND FUNDS 


Nationat OFrrice: 
Current Liabilities: 












Allowances due to chapters, per contra.............+--+: ae €. ae 
U. S. income tax withheld from employes................. reg 1,049.54 
Circulating library and miscellaneous deposit di 90.39 
Staff funds for purchase of war bonds..............20seseesseeees 66.00 
Ey ES Sos bs 6ethsw hb odd sas 0. éccovnesdebisewicbec 56.72 
D eee oe $ 2,910.05 
7,181.95 ues receiv in WORGRss co cc ccesens Pe beedcbvceus docendeehtatekeb 4,271.90 
$ 7,181.95 
Permanent Fund: 
re ee is oe tt een bdsaeensae $490,601.36 
Initiation fees received during year ended 
BE Ben DS 66.000 0000049606 60iK6 $ 37,050.00 
Net income % the year ended August F in 
1945, per Statement of Income and E 
penses, transferred to Permanent Fund i 
accordance with resolutions of the Board 
OF TOD 06 0 00085 ve bebasecs bsh00 103,268.74 140,318.74 630,920.10 
Total liabilities and funds of National Office............. $638,102.05 
30,920.10 Cuarrer Treasunizs’ Funps: 
38, 102.05 oy EE Be PM areéins ccesbeskcscctbeevsaks $ 43,273.60 
National Office rating allowances per 
Statement in Income and Expenses $ 71,827.21 
Miscellaneous receipts as reported by 
ee RS SOP etre 117,737.12 189,564.33 
$232,837.93 
Deduct—Disbursements as reported by chapters......... 193,277.14 
Bahanbe, Aagiied Bb, WG. vccscccnctseccovecvecvecccendes 39,560.79 
$677,662.84 
=—=—— 
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Dues received from members and junior members 


NATIONAL ASSOCIATION OF COST ACCOUNTANTS 





STATEMENT OF INCOME AND EXPENSES FOR THE 
YEAR ENDED AUGUST 31, 1945 


Less— Expenses: 


Chapter allowances: 


Operating allowances to chapters—per Schedule # 1... 
Organization and initial allowances.............+++++ 


Publications ..cccccccccccccccccccccscccses $ 40,177.85 


Less—Income from: 


Sale of publications, etc..... $ 8,043.31 
Advertising in publications.. 1,600.00 9,643.31 





SEE ee dasab dense ent sccavene Jdsacdtpwbedapen ae'Swnee 
i St Mn ovcchdeseeones 9 +0bh6 shebeS épeadoens 
PN dip ctndubwdcdee 6246 4a 5b cc ckadebi cece shdund&ssu 
DD anedendeeGoeneese dé. iccvocpicensctdesetivect 
Board and Committee meetings. ...............2.0-e0e+0- 
EE GED abs onbens add du. ceweqidcetestatacteseos 
SE, GUD wats ca cowods dances ocotec’ eee 


BUGS epemating TOMER se. oo cwscccces ces esresces 


Income from investment assets: 


Interest on bonds, less $78.79 amortization (net) of premium 
SE GED ccnddecidaccccssdcéonccogcocndacsdiocnesus 


Profit on sale or redemption of bonds..............++e0++ 
Increase im book value of United States Savings Bonds... . 


Ner Income von THE YEAR..........--eseeeee8 


eee eee eeeee 


$71,827.21 
906.79 


$72,734.00 


30,534.54 


1,136.53 
525.70 
72,060.39 
15,771.89 
11,747.41 
999.56 
3,567.70 
3,389.75 
4,312.69 


$307,706.41 


216,780.16 





$10,378.33 
714.16 
1,250.00 


$ 90,926.25 


12,342.49 





eee eeeeeee 


= 


$103,268.74 
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$$$ 
NATIONAL ASSOCIATION OF COST ACCOUNTANTS 
OPERATING ALLOWANCES TO CHAPTERS FOR THE YEAR 
ENDED AUGUST 31, 1945 AND CASH AND U. S. WAR BONDS IN 
CHAPTER TREASURIES AT AUGUST 31, 1945 
Cash and 
Operating U. S. war bonds 
Ss ali mces in chapter 
Chapter to chapters treasuries 
E NRO 60. Gav.co astelianthanbebikcke wn wos vken hee $ 811.90 $ 159.24(1) 
Se oe Le erry ee 482.05 109.38 
SS Satimed dies C006 0440s cn codencidtbeeeke 991.20 440.45 
Pt ‘b6n< 0s cdbbaedbbecucds.es bane Uébaeee e 1,156.30 345.78 
mee Paty i sasekeen ees ss debeeworeset abe 2 paged tye] 
7,706.4 OUI, nine cc cle dices wwcccenesseseseccnes 881. 4 
=a Boston ....... gg ete 1 eicag ane rea ak ees 1,717.55 578.09(2) 
EE Sub ndconsir ade sep eyidusespevegyes 988.90 78. 
EAS dates dia cs tegsnket tn wake bidisene then e 1,072.10 315.06 
I VeMeeEES 2 egue. ap de dtbsn ins edessecervisads 1,219.50 409.20 
Calumet ....... ins opt eihite ie dices» bmi Saepaswes 34.90 21.90 
SE MED Ass + ajc SEWER LeUbBe dp dncdstbectis 524.65 649.72 
ET dwhee udy sis ons pothchues Chrecdeabuaee $91.70 984.10 
ENT A eae oe ich ies OE gees 1,906.80 953.77 
DT stiednestcbcdy <tcab keh citin~d on2'e>en 1,052.20 425.12 
DEEN, Asind ss dvcdw asi deeeedeaheas J Soowsges 1,574.10 485.90 
EE, n6ac kon Gdbe &vitan~sandd batenebeees 764.40 317 3342} 
DE Catitube toes teu sh pvdndachesthenoekedcds ea 754.55 740.35(1 
SD ‘AandaewesGiws dade idt es ci cksel. 2 ach one ess 777.73 125.44 
ST > GAUb EE av suc oukanns .isck ON cha tae ent eveus 1,466.60 634.59 
SE” ehéddus sdbchtC tp dunked? cdédnewednaueds 793.85 
Denver ..... 859.20 319.33(1) 
no vink o6e% 08 5 S0OS6 hn oS Uee these bbe $36.35 
ED tice dates a «ait 's aicctmeien atm odie ke keke 1,925.90 661.46 
De wavutankeoss ie eelaks aise auth an diese ume i a 879.45 or + a 
Evansville ....... snus gical cucieag ae wh ath ations oh 414.35 
Fort Wayne ..... EE Ae PR PORE FD SS A 948.00 $02:92(1 
Grand Rapids ........ Giats d0u wes peeneoe “x 817.20 527.48(1) (2) 
he ia ics een @uihe Shad den 8 ites silivtaates 649.85 420.67(1 
Hagerstown ..... nikavsGet' ees tana eas codes oe 535.85 316.11 
Hampton Roads ......... Megas ane 6s ob be 636.75 714.06(2) 
ae pl Sikh amie aiences doth 0. SiPasaipitcn nial ie Ra Sle de oe 685.65 $23.1 a6 
Hartford bddwde ratbeee dei tseeue seek tnud tes 1,131.40 492.3 
RNS a Se Se ee eae 444.00 $30.60(1) 
Taisen tis i . 1,200.90 169.85(1 ) 
Indianapolis ,290. . 
ene ackson .. : ar 308.43 286.35 
SD 35-6 Sov e's obs 4d US Cobh es Gee te esa ceed 579.70 463.55(2) 
0,926.25 RR a eee Gee ee a pe ree. 956.80 441.19 
iL oe a ke ee ge REL 5h mnin D 1,048.20 163.22 
EE 5. dae Ue hak CK owt s'he x dotuk Vo sdvw’ 658.50 501.20 
Los Angeles ...... Ee SE EGY ty PEE, ees 1,036.50 501.34 
ES OWER o SH aa 5 35. EKOE tis bu pclae 6 Marecep acct 662.70 286.49 
Maine (State ”. ‘Ai al higdind a ee hewtek ewixdah er « 601.35 176.56 
Memphis ..... Matadl bob stistiarab'aleiie #dndn om sede Mis 641.85 $17.67 
342.49 NE ae, SACAGEL Ve caus bod cc ebtakgebee tues 1,398.00 842.52 
: Minneapolis ..... PO FEL I, Oe CE EE 818.20 305.25 
ge mE ER SA PRESS SS eet vay ea Say 129.70 153.60 
$268.74 RN ea a oe eich ee BN 
DivelhGhcnn R60 Adn wun ehpi dan uh dhveadns 
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Cash and : 
Coneting U. S. war bonds 
es in chapter 
Chapter to chapters ‘ treasuries 
NT NE Si cs 9 06.0 cctecereties gr'eeé bat secon 560.35 Saat} 
ef aS MERE Zins a heap pant eter 1,229.50 712.18(1 
PD. v96.cb ves cece b00ss0cbopntvocetouves 971.30 860.88 (1) 
ih tihGun 6646 2684S Concedestthesehnesode 702.18 40. 
Cr Ut. Soc sLocsdenawhs os ctqdeweediegee 600.85 271.84(1) (2) 
BEE “Dee vece de cccsseecccedecccsccoveecens 1,039.10 642.17 
EY 546 60 pbbgs cabs eGs65 ook endeheseovee devia 1,007.10 278.16(1) 
iA Na chancel cee aek seecethecedeenbet 923.80 495.75(1) (2) 
PE et ct babs oscveteeev) ob'b did 6G one coerce 1,024.00 1,051.10(2) 
EE ites £65 odds dmhhddncehsheswedlws ouseves 575.55 197.87 
Ae as x, con ccd bkhaknddweentBadhineedeaie 558.50 363.81 
OE . on nso asavene anek +e bale otew cndene a 557.60 459.37 
EE, DE Mie. ws dbomddsdctasesbopeeedancass 695.50 392.69 
Di Ritineeoekescsea'dhenocecnsesoagasseosqen 789.10 201.83 
EE enceand pds ade scuenapedspasest seen 527.95 274.18 
I and ciged usbh Uslagt see sep aheshaaad own 833.60 531.07 
eee on cot di dei 6 csspacternkcene ures 1,115.50 492.99(2) 
NL, Sina dd nn oho gk tun bs suvece pd pespenace 881.20 234.60 
CO. ckdacntercksdteeeasonnenssbes $71,827.21 $38,413.39 





(1) Includes payments from National Office in transit at August 31, 1945. 
(2) Includes fr S. war bonds. 
Scuepute # 1 


REPORT ON TECHNICAL SERVICE ACTIVITIES 


To the Members of the National Association of Cost Accountants: 


The past year has been a year of expansion in the technical service ac- 
tivities of the Association and a year in which the foundation has been laid 
for further expansion of these services. The quantity of technical material 
published in the Bulletin has been increased, despite continuing limitations 
on the use of paper. A start has been made on an expanded research pro- 
gram. The educational activities of the Association have been expanded and 
the chapters supplied with suggested outlines and discussion leader guides for 
use in their study and discussion groups. At the same time there has been 
a steady growth in the technical service to members, reflecting the con- 
tinued expansion in membership and the shift in industrial accounting prob- 
lems arising from the war’s end. 

To make possible this increased service the technical service staff has been 
expanded by the addition of a technical assistant and a librarian, and by 
the addition to the staff on a part-time basis of Dr. Sterling K. Atkinson 
of Temple Uriversity and Professor Theodore Lang of New York Uni- 
versity. Dr. Atkinson has been engaged in research work and in the writing 
of the “Cost Currents” section of the Bulletin. Professor Lang has devoted 
his time to editorial work and the preparation of study group material. 

In spite of continuing limitations on the use of paper and the increased 
number of copies of the Bulletin needed for a constantly expanding mem- 
bership, it has been possible during the year to considerably increase the 
amount of technical material published. During 1944-45 fifty articles were 
published in the Bulletin compared with 34 in the prior year and an average 
of 37 in the five preceding years. This increase in technical. material was 
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made possible by the elimination of some nontechnical material, principally 
the chapter write-ups and news notes. The substitytion for these write-ups 
ef monthly chapter news letters not only made additional paper available for 
technical articles but resulted in the initiation of a new chapter activity 
which has met with approval throughout the Association. 

While the paper situation is still tight, despite the removal of govern- 
mental restrictions, plans have been made for the further expansion of the 
technical portions of the Bulletins and the return of some of the former 
news and other nontechnical features as soon as paper becomes available in 
sufficient quantities. 

With the cancellation of the 1945 International Cost Conference, the Na- 
tional Board authorized the issuance of a Year Book of specially prepared 
papers. The technical service staff has worked with the Conference Program 
Committee in the development and editing of this Year Book which will be 
mailed to members during the current month. In addition to the Bulletins 
and Year Book there was distributed to all members in February a special 
publication entitled “Anniversary Papers,” containing the three technical 
talks delivered at the Regional Cost Conference in Buffalo in November, 
commemorating the 25th anniversary of the founding of the Association in 
Buffalo in 1919. 

With the expansion of the technical service staff and the formation of the 
Committee on Research, the foundation has been laid for a considerable 
increase in this important activity. In addition to the research reports re- 
ferred to in the report of Mr. Ellis, there is in preparation for issuance 
shortly a report on accounting for assets which have been subject to special 
amortization for tax purposes. 

In addition to the research work which results in formal research reports 
the technical service staff carries on a considerable volume of research for 
individual members. Through library research, correspondence, telephone 
inquiry, and the question and answer service, members are assisted with 
their industrial accounting problems, while at the same time additional in- 
formation on industrial accounting practice is accumulated at Headquarters. 
Of particular interest in recent months has been the great number of letters 
of inquiry from both members and nonmembers outside the United States. 
N. A.C. A. publications are read throughout the world, but it has taken the 
relaxation of restrictions on foreign mail to provide an illustration of the 
eagerness with which information on American industrial accounting prac- 
tice is sought by those who have been denied access to this information dur- 
ing the war. ; 

Considerable additional stimulus was given the chapter study and discus- 
sion group activity through the development by the technical service staff of 
an outline on “The Fundamentals of Cost Control” for use by the chapters 
during the past year. A similar outline dealing with “Standards—Their 
Development and Use” was developed for the current chapter year, together 
with a guide for the use of discussion leaders. This outline has been adopted 
by a majority of the chapters as the basis for their study group programs 
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for the current year. As this is written” start has been made on the devel- 
opment of an outline for the year 1946-47. In the course of a few years, it 
is planned to have a group of such outlines available so that each chapter 
may be able to select the material best suited to the needs of its chapter 
members. 

This report would not be complete without a word of appreciation to the 
many members whose cooperation in answering inquiries, supplying infor- 
mation, writing articles and forum letters, and assisting in many other ways 
has aided greatly in carrying on the technical service activities of the As- 
sociation. Observers from foreign countries have frequently commented on 
the benefits gained by American industry from this spirit of cooperation and 
free exchange of information. Nowhere is it more evident than in the field 
of industrial accounting, where industrial accountants throughout the coun- 
try have worked together through their association to continuously expand 
the service which industrial accounting can provide to American industry. 


R. P. Marpte, Assistant Secretary 
in charge of Technical Service. 


REPORT OF CHIEF CONTACT DIRECTOR 


To the Members of the National Association of Cost Accountants: 


Despite the difficult transportation problem of last year, a majority of the 
chapters of the Association were visited by contact directors, thus maintain- 
ing at a very high level the contact director activity established several years 
ago. Fifty-eight men served the Association in the capacity of contact di- 
rectors last year, and many of these men made repeated visits to their as- 
signed chapters. 

The contact directors made an important contribution to the various chap- 
ters and to the over-all operation of the Association. 

In addition to the chapter visits many contact directors maintained vol- 
uminous correspondence with their assigned chapters so that there was a 
continuity of interest and assistance. The chapters did a splendid job in 
keeping their contact directors informed of their meetings and other activ- 
ities so that there was a wide exchange of ideas and items of common 
interest. 

The contact director plan last year was successful only because of the 
devoted loyalty and service of many men, and the time and energy which 
they spent, represented in many cases a very real, personal sacrifice. To 
each man I express my very sincere appreciation of his contribution. 


Joun H. DeVirt, Chief Contact Director. 
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devel- REPORT OF DIRECTOR IN CHARGE OF CHAPTERS 

ar . 

ree To the Members of the National Association of Cost Accountants: 

lapter Never before in the history of our Association has the subject of cost 
control been brought into its correct perspective for so many average citizens 

fo the as during the past chapter year. Many people who had previously thought 

infor- of cost accounting as a vague, technical subject were made aware through 

ways news items, magazine articles, radio forums, and meetings of professional 

p As- and business mer, of the vital importance of this subject to the economic life 

ed on of our nation and its neighbors. 

n and With this general increase in knowledge of, and appreciation for the 

field necessity for adequate cost controls and their interrelation with accounting 

coun- for government contracts, terminations, renegotation, repricing, reconversion 

‘pand to peacetime production, rising material and labor costs with ceiling sales 

ry. prices, the effect of changing volumes, etc., our chapters were quick to 
realize the opportunity for additional service to their members and their 

P communities, through the varied activities which they have conducted dur- 

= ing the past season. 

The chapter officers, directors, associate directors, and committeemen are 
especially deserving of credit for the effective manner in which all of these 
activities were administered in spite of pressing personal time requirements, 

| the the enrollment of some chapter operating personnel in military services, and 
7 the transfer of others from chapter territory due to new war plant locations. 
a8 Each of these members is to be commended for the selfless service they 

di have rendered for the general good. 

, . In the Stevenson Trophy Competition, Chicago Chapter won first place 
>: with an all-time high score of 5,429 points. Chicago, as well as New York 
i in second place and York in third place, each earned more points than the 
winning chapter a year ago. The average number of points earned by all 
coil. chapters was 11 per cent higher than for the preceding year. These results 
vay? are additional indications that the operation of our chapters continued at a 
@ high level in spite of many complications resulting from the war. 
sie The Carter Trophy was won by the New Orleans Chapter, which showed 
ad an advance of 50 places over its position of the previous year. It is of in- 
terest to note that this is the first time in the history of this award that any 
the chapter has won the Carter Trophy twice. The New Orleans Chaper had 
hich previously won the Trophy in 1941-42. 

To In the twenty years during which the Stevenson Trophy contest has been 
in operation, the rules of Competition have been modified from time to time 
to take into account changing conditions resulting from the growth and ex- 

r. pansion of the Association as well as to reflect changes in economic condi- 
tions of the country. 

As a result of suggestions made by chapter officers and directors in cor- 
respondence and at annual conferences in recent years, it was evident that 





the experience of many chapters dictated a need for some modification in 
the rules, particularly the rules relating to awards for new members and 
member attendance. Accordingly, the Board of Directors directed that the 
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subject be examined by a committee with a view to the formulation of such 
revisions as would remove apparent inequities resulting from the differ- 
ences in size of chapters, geographical locations, local operating conditions, 
and other factors. 

The Board authorized modifications in the competition rules to be made 
effective as of June 1, 1945. Among the changes approved was the estab- 
lishment of awards for membership applications and member attendance on 
quota bases. 

As the revision of the rules introduced elements which would make it im- 
possible to compare chapter performance in 1945-46 with the previous year, 
it was deemed advisable to make a temporary change in the rules governing 
the award of the Carter Trophy. With the concurrence of the donor, Major 
General Arthur H. Carter, the Trophy will be awarded for the year 1945-46 
to that chapter of those organized since September 1, 1943, which attains the 
highest standing in the Stevenson Trophy Competition. 

One manifestation of growth of the Association is to be found in the 
addition of six new chapters during the year at Evansville, Indiana; Gary, 
Indiana (Calumet Chapter) ; Hagerstown, Maryland; Jackson, Mississippi; 
Muskegon, Michigan; and Williamsport, Pennsylvania. The establishment 
of chapters in these localities may be regarded as another evidence of the 
penetration of the influence of the Association into the smaller industrial 
communities of the country. We are happy to welcome these chapters into 
our Association with every’ assurance that they will be influential in the 
industrial and civic affairs of their communities, and that they will con- 
tribute constructively to the advancement of industrial accounting. 

The fine record of the Association made during the past year amply at- 
tests the quality of executive ability, initiative, and cooperation applied by 
all those who have been responsible for the administratici of the chapter 
affairs during the past season. 

Frank Ktern, Director in Charge. 


REPORT OF DIRECTOR IN CHARGE OF CONSTITUTION 
To the Members of the National Association of Cost Accountants: 


During the year 1944-45 the Constitution and By-Laws were amended to 
increase the number of vice presidents of the Association from two to four, 
and at the same time other minor changes were made in the By-Laws. 

The amendments to the By-Laws were duly approved by the Board of 
Directors, and the amendment to the Constitution was approved by mail 
vote of the membership. 

At the close of the year there were no amendments pending which had 
been officially presented for consideration. 


W. B. McCuosxey, Director in Charge. 
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REPORT OF DIRECTOR IN CHARGE OF EDUCATION 
To the Members of the National Association of Cost Accountants: 


Sixty-one chapters conducted study groups last year compared with 49 
in the prior year. Fourteen of these chapters were new additions while 
2 chapters which held study groups in the prior year dropped from the list. 
Hence, 47 chapters repeated during the past year and 14 newcomers were 
added. The number of sessions held per chapter ranged from 5 to 10 and 
averaged 7.2 compared to 7 a year ago. Attendance averaged 35.2 mem- 
bers per session against the prior year’s average of 30. Seventeen of the 
61 chapters made a charge to each registrant, ranging from $1 to $5 to off- 
set special costs, and, as in the prior year, $2 was the most popular figure. 
Attendance results of the first five chapters were Boston 157, Milwaukee 
100, Dayton 97, Chicago 85, and Cleveland 69. 

While the educational work of all the chapters was of such high order 
that it is unfair to single out any particular chapters for specific mention, 
three instances which gave me quite a lift may well be noted. Cuba Chapter, 
the only chapter outside of United States territory, conducted a splendid 
study group with an average member attendance of 37 and a roster of study 
group leaders which must have represented who’s who in the profession in 
Cuba. Denver Chapter, which is situated so far from surrounding chapters, 
did a splendid job on the theme, “Why Have Cost Accounting.” There was 
an average attendance of 20 members at each of the six meetings com- 
pared with an average of 12 members at the prior year’s study group. New 
York Chapter, although it received study group credit for only one series, ~~ 
conducted three distinct series of meetings with high average attendance. 
This example of member service without respect to point credits deserves 
special commendation. 

Last year as an experiment we submitted to the chapters an outline for 
a study group course on “Fundamentals of Cost Control,” showing the 
ground to be covered at each session together with questions and a list of 
works of reference. The program was suggested only, the chapters being 
free to adopt any other acceptable topic. However, it was hoped and be- 
lieved that this new procedure would be of substantial assistance to the 
chapters and have a beneficial effect on the entire educational program gen- 
erally. The favorable response of the chapters exceeded our fondest hopes. 
Forty-two of the chapters adopted the suggested program, and several others 
expressed approval of the idea. Because of this wide chapter acceptance it is 
expected that a study group course will be suggested each year as a regular 
part of the educational activity. 

It has been the practice in the past to leave the formulation of study group 
rules largely in the hands of the National Director in Charge. “While this 
has seemed to work well it was not good permanent organization. These 
basic study group rules have now been detailed in the Stevenson Trophy 
Competition rules. This, I believe, is a distinct step forward. 

When it is remembered that more than 2,000 men and women took these 
intensive refresher courses, each devoting about eight meetings of two hours 
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study groups. 


Curnton W. Bennett, Director in Charge. 


REPORT OF DIRECTOR IN CHARGE OF EMPLOYMENT 
To the Members of the National Association of Cost Accountants: 


The employment directors can be proud of their accomplishments during 
the past year. They were faced with many unusual problems and solved 
them, as the statistics will prove, in true N. A.C. A. spirit. 

During the chapter year, June 1, 1944, to May 31, 1945, the Association 
placed 276 applicants in employment and had 580 applications on hand at 
May 31, 1945. During the same period, the Association filled 259 requests 
from employers and had 378 positions open at May 31, 1945. 

For the three-month period from June 1, 1945, to August 31, 1945, the 
record is equally impressive. In this period, 107 applicants for employment 
were placed, and 86 employers’ requests were filled. The number of appli- 
cants placed exceeds the number of employers’ requests filled because some 
applicants were placed in positions which were not registered as open posi- 
tions with the Chapters. 

Three new forms were prepared during the year to improve the efficient 
administration of the employment activities. The Employment Experience 
Record was revised, Monthly Employment Reports were instituted, and a 
new form covering the Specifications for Positions Available was sent to 
all chapters. These new forms were welcomed as improvements and have 
been of valuable assistance in obtaining the data necessary for intelligent 
cooperation between employers and prospective employees. 

The notations made by the employment directors on the Monthly Em- 
ployment Reports were both interesting and helpful. They have been of con- 
siderable value in placing your problems before the National Director in 
charge of Employment and in showing how the employment directors are 
trying by various methods to accomplish the main objective of keeping all 
of our members employed. 

The reports of the past two months indicate that applications for employ- 
ment are increasing, while requests from employers to fill positions are de- 
creasing. It is anticipated that this condition will prevail throughout the 
current year. 

Plans have been made by all Chapters to assist their members returning 
from the armed services, and to date excellent results have been achieved. 

The enthusiastic efforts of the employment directors assure continued 
success for the current year, and I wish to express my appreciattion for their 
splendid cooperation. 


D. D. Ricnarpson, Director in Charge. 
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REPORT OF DIRECTOR IN CHARGE OF MEETINGS 
To the Members of the National Association of Cost Accountants: 


The long experience of our chapter personnel in the organization and 
conduct of attractive meetings was put to a real test this year. Food and 
gasoline rationing, inadequate and often unsatisfactory kitchen and service 
employees at our meeting places, and other war-imposed restrictions were 
taken in stride by the chapters. When we reflect on the fact that we held 
over 800 meetings in over 75 cities with no unusual annoyances to those at- 
tending these meetings, we must come to the inevitable conclusion that we 
have another demonstration of the seasoned material in our chapter board 
personnel. 

The director of meetings in each chapter is quite akin to the stage man- 
ager of a play. His resourcefulness, his thoroughness, his care in providing 
amply for the comfort of members and guests and for the warm and natural 
care of the speaker can make the meeting an attraction for the members 
and a stimulus for the speaker. In doing his job in this way he has also 
gained that greatest measure of benefit for himself which comes only from 
doing any job thoroughly. 


Mason SMITH, Director in Charge. 


REPORT OF DIRECTOR IN CHARGE OF MEMBER 
ATTENDANCE 


To the Members of the National Association of Cost Accountants: 


Total member attendance for the year has shown an improvement over 
the previous year and compares favorably in all respects with the trend of 
member attendance during the past several years, as indicated in the fol- 
lowing : 


Per Cent 
Total Member 
Members Attendance 
Attending to Total 
Year Meetings Membership 


1940-41 37,652 45 
1941-42 40,919 49 
1942-43 42,501 40 
1943-44 49,767 40 
1944-45 62,757 42 


With the growth in membership, total member attendance shows the 
greatest increase in several years, and at the same time the percentage of 
member attendance to the total membership was increased. 


373 














N. A.C. A. Bulletin December 15, 1945 





Sixty chapters out of the total of eighty showed member attendance above 
the average of 42 per cent, in many cases exceeding this considerably. 

The majority of chapters adopted various measures to create an incentive 
for increasing member attendance. Fifty-one chapters established member 
attendance budgets, which were checked monthly in total or by the individual 
groups represented by the separate teams. Forty-six chapters challenged one 
another, which included all activities—member attendance representing an 
important factor in maintaining position. 

About one-half of the chapters reported that they were following the 
member attendance activity by organizing the membership in groups under 
team captains, and the results of this group demonstrated the effectiveness 
of this method in following membership activity. 

There was every indication that the directors of member attendance in 
the various chapters devoted their efforts and enthusiasm to build member 
attendance and, by prompt and effective organization early in the year, ac- 
complished worthwhile results for the individual chapters. 

During the year an effort has been made to contact member attendance 
directors of the various chapters in order to obtain from them the benefit 
of their ideas and to assist them where possible. The cooperation of member 
attendance directors has been of great assistance in carrying on the work 
involved as National Director in charge of this activity. 


H. A. Papenrotu, Director in Charge. 


REPORT OF DIRECTOR IN CHARGE OF MEMBERSHIP 


To the Members of the National Association of Cost Accountants: 


The year ending August 31, 1945, continued to show the tremendous 
growth in the membership activities experienced in the Association during 
the past few years. The absolute growth was the greatest ever experienced, 
838 greater than the preceding year’s net increase. It was the first year in 
the Association’s history that the net growth increase was more than 3,000 
members; it was also the first time that applications received exceeded 
4,000. 

Such growth, when the result of only genuine interest in the Associa- 
tion’s activities and in no way resulting from high-pressure membership 
campaigns, is truly phenomenal. It reflects the realization of men and wo- 
men, throughout our field of activity, that there exists an association that 
provides the contacts and tools which will enable them to perform their 
duties in a more intelligent manner. 

The Association gross membership of 18,506 at the close of the year con- 
sisted of 17,256 within chapter territory, 395 outside chapter territory, and 
855 in the military service. This represents a net increase of 3,308 as com- 
pared with an increase of 2,470 in the previous year. The increase of 3,308 
members represents an increase of 21.8 per cent. Applications received dur- 
ing the year were 4,166, which was an increase of more than 25 per cent 
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bove over the previous year. The net retention of the equivalent of approximately 
80 per cent of the applications received was a very healthy performance. 
ntive To the chapter directors of membership and their associates who have 
mber given so unselfishly of their time for the interest of our Association, I offer 
idual my sincere appreciation. ' 
| one 
z an Jesse G. Kune, Director in Charge. 
- the REPORT OF DIRECTOR IN CHARGE OF PROGRAM 
a To the Members of the National Association of Cost Accountants: 
Full programs of technical meetings were planned, carried out, and re- 
e in ported by 73 chapters of the Association during the year ended August 31, 
nber 1945. Certain new chapters which were organized during the year devel- 
, ac- oped technical programs beginning at or about the respective dates of 
organization. 
ance The programs which were prepared in the summer of 1944 for the 1944-45 
nefit year, and which were generally followed by the chapters, clearly indicated 
nber practical “thinking ahead” on the part of the chapters. In retrospect we can 
vork now see that the timing reflected was excellent from the viewpoint of stimu- 


lating and helping the members to look ahead to different features of their 
work which lay just ahead as we turned from war to peace. The topics 
je. under “reconversion and postwar accounting problems” were increased to 
10.5 per cent of the total from 2.9 per cent in the 1943-44 year; the group 
described as “topics relating to normal business accounting and taxes” in- 


P creased to 49.8 per cent of the total from 37.9 per cent. In contrast, the 

“topics directly related to accounting under war conditions” decreased to 
, 13.5 per cent of the total from 23.2 per cent in the preceding year, and 
lous 


. “open” meetings (for which topics were not selected until after the programs 
— had been published) also showed substantial declines. 





ced, The spirit in which the chapter program directors planned the technical 
afin programs and put them into effect and, similarly, the spirit in which the 
,000 speakers selected by them performed their tasks, both arouse the strongest 
eded admiration and respect. The programs must inevitably have resulted in very 

f substantial further development of thought and understanding with regard 
wd to matters of industrial accounting. Such evidence of willingness to cooper- 
ship ate and contribute to progress, and the constructive results which must have 
bee followed, give each member of the N.A.C.A. sound reasons for feeling 
heir thankful for the Association and for the fact that he is a part of it. 


Cuartes H. Towns, Director in Charge. 
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REPORT OF DIRECTOR IN CHARGE OF PUBLICATIONS 
To the Members of the National Association of Cost Accountanis: 


The year ended August 31, 1945, was one of quite satisfactory operation 
in the Publications Department. This was for the most part due to the fine 
support of the chapter directors and to the cooperation of many members in 
contributing manuscripts and other materials for publication purposes. 

During the past year 346 manuscripts were received, as compared with 285 
in 1943-44, and 247 in 1942-43. The quality of the papers received was on a 
par with the preceding year, the average credit being 52.1 points, as against 
52.2 in 1943-44. 

A large number of the chapters submitted six manuscripts, the maximum 
number permitted under Stevenson Trophy rules. As a result the points 
earned by chapters in the Publications Department were substantial. The 
top ten chapters were as follows: 


Rank Chapter Total Points Chapter Director 
| San Francisco 380 H. K. Roberts 
2 New York 370 C. D. Marshall 
3 Boston 355 C. B. Nickerson 
3 Milwaukee 355 J. C. Freeman 
3 Peoria 355 W. M. Shortness 
6 Brooklyn 345 E. C. Graebe 
6 Cleveland 345 A. L. Miller 
8 Bridgeport 340 S. J. Kidder 
8 Buffalo 340 C. M. Ewing 
8 Los Angeles 340 F. P. Ladwig 


During the past year some very excellent manuscripts were received. 
Some authors were glad to write on the current problems of the day, while 
others devoted their efforts to case studies covering specific accounting sys- 
tems. Some very fine short articles told “how we did it” in respect to par- 
ticular phases of industrial accounting. We also had a few thought-pro- 
voking articles suggesting changes in accounting principles and practices. 
Some of the latter articles were widely commented on in the Open Forum. 
The Association is indebted to each and every manuscript author. As a re- 
sult of their efforts there has been a substantial contribution to accounting 
literature in the past year. 

The N.A.C.A. Bulletin has seen several changes in the past year, all for 
the purpose of making as much space as possible available for technical in- 
formation. Chapter news notices, advertising, lists of applications for mem- 
bership, and employment data have been eliminated, and this space devoted 
to technical articles. As a result 50 articles were published in 1944-45, as 
against 34 in 1943-44. This was also in spite of paper restrictions and in- 
creased membership. It is planned to make still more technical data avail- 
able in the Bulletin as conditions permit. 
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INS No report on this phase of N.A.C.A. work would be complete without 
a word of recognition of the very substantial contribution made by Dr. 
Ray Marple and his staff. All issues of the Bulletin and the Year Book rt 
ation show the fine work done by this part of our Headquarters staff. i 
4 
Sy Wuu1aM E. Perry, Director in Charge. | 
1 285 REPORT OF DIRECTOR IN CHARGE OF PUBLICITY | 
ona 
ainst To the Members of the National Association of Cost Accountants: f 
During the year ending May, 1945, we feel that our chapters made definite i 
wren strides towards increasing the prestige of our Association through good i 
oints publicity. Many of the chapters arranged for the publication of excellent f 
The articles in industrial house magazines, and some were successful in securing 
editorial comment regarding the work of the Association. 
All chapters earned a total of 10,532 Stevenson Trophy points out of a 
ector possible 16,590 points, or 63.7 per cent of maximum. During seven of the 
ts twelve months more than 20 chapters received maximum credit. There were 
all several ties for rating among the first ten places. 
‘son We wish to extend our appreciation of their efforts to all directors of 
in publicity, and particularly to the directors of the following chapters who 
ness either placed or tied among the first five places: 
) First place Dayton 208 points 
Rochester ae ° 
' Second place Hartford 206 “ 
' Third place Tri-Cities 204 “ 
Fourth place Newark r  Pilog 
™ York _— 
ale Fifth place Lehigh Valley 197 “ 
sys- Some planning was carried out to enable the Association to secure pub- 
par- licity through publications in magazines with a national distribution. We 
pro- hope this effort may be amplified during the coming year. 
W. E. Jackman, Director in Charge. 
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REPORT OF DIRECTOR IN CHARGE OF RESEARCH 


To the Members of the National Association of Cost Accountants: 


During the Association year ended August 31, 1945, the Association pre- 
pared and published under date of June 1, 1945, Research Series Bulletin 
No. 5 on a study of “Accelerated Amortization Under Certificates of Non- 
Necessity.” H 

There was also undertaken a research study on “No-Cost Settlements on 
Termination of Fixed-Price Contracts,” and this study was completed and 
in final review for publication on about August 1, 1945. The surrender of 
Japan on August 14 left little of applicable value to the membership in this 
research study, and it was determined not to publish it. 

During the entire year the Association had given thought to the exten- 
sion of its research activities and the expansion of its facilities for that 
purpose. At a meeting on March 23, 1945, the National Board of Directors 
adopted recommendations for the organization of a Committee on Research 
and for the expansion of Headquarters facilities to implement the activities 
of that Committee. At a meeting of the National Board on June 29, 1945, 
the President announced the appointment of a Research Committee under the 
chairmanship of Prof. T. H. Sanders. The Committee has held its first 
meeting and a statement of objectives of the Committee was published in 
the Bulletin of November 15, 1945. 


Georce D. Etuts, Director in Charge. 



























